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The opinions expressed by authors of articles in Inter- 
American Economic Affairs do not necessarily represent 
the views of the editors of the magazine. Inter-American 
Economic Affairs takes no editorial position on the issues 
that may arise in inter-American relations. The editors 
do undertake to provide a hearing before a critical read- 
ing audience for writers who have something significant 
to say in this field. Responsibility for views expressed 
and for the accuracy of the material in the articles rests 
with the individual authors. 


 * Commies of the Good Veighbor 
Polrcy: The Gillette  ——— 


Snvestigation of the Price of Coffee 
By Acierto* 


This is an inquiry into the limitations of international black- 
mail as a vehicle of policy. It raises serious question regarding 
the wisdom of permitting the State Department to formulate 
decisions on foreign economic policy wholly apart from a con- 
cept of the larger national interest. And it suggests that the 
Department’s implementation of the good-neighbor policy in the 
economic field requires something more than a day-to-day 
purchase of “good will.” 

The Situation. On April 1, 1949 the price of spot coffee was 
2614, cents.!_ For five months the price was steady with a limited 
upward tendency. On September 1 the price was 287% cents. 
The price rise began to gather speed and by October 3 the price 
was 3234, cents. During October and November a sensational 
movement in the price occurred, with the price at 5114 cents on 
November 23. In a single month the price rose 40%. The price 
on November 23 was 75% higher than on September 1. With 
U. S. consumption at around 2.7 billion pounds, a cent per pound 
meant $27 million per year in added cost of coffee imports. 


* Acierto is the pen-name of one of the leading authorities in the United 
States on the economic side of the good-neighbor policy. 

1 Price quotation used here is that furnished by the New York Coffee 
and Sugar Exchange to the Gillette Committee (S contract). Hearings 
before a subcommittee of the Committee on Agriculture and Forestry, U. S. 
Senate, 81st Congress, First Session, Pursuant to S. Res. 36. These Hear- 
ings are hereafter referred to in this article as Hearings 
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That is, in less than two months the annual cost of coffee im- 
ports had risen by some $600 millions. 


Protests from American consumers multiplied and hundreds 
of letters and telegrams poured into Washington insisting on 
an investigation of the rise in price. Housewives were especially 
infuriated to walk into chain stores and find that prices on 
coffee were marked up three or four cents per pound from the 
time they opened the door to the time they reached the wrapping 
counters, and boiled over when cans of coffee frequently showed 
two or three successive mark-ups from the time they had first 
been put on the shelves to the time of sale. 


Pursuant to Senate Resolution 36 authorizing an investigation 
relative to expanded use of farm crops, a Subcommittee of the 
Committee on Agriculture and Forestry was engaged in holding 
hearings on price spreads. The Subcommittee was at first re- 
luctant to look into the coffee situation since it was not certain 
that its authority extended to imported commodities, but as the 
situation deteriorated and the flood of protests continued, it was 
decided that the authority to investigate price spreads “carried 
with it at least an implied authority to investigate any factor or 
element that influences the use of the consumer’s dollar.” Ac- 
cordingly, the Subcommittee opened hearings on the gyrations 
in the price of coffee. The Chairman was Senator Guy Gillette 
(Democrat) of Iowa, and the Subcommittee became known as 
the Gillette Committee. 


Conduct of the Investigation. In the case of domestically pro- 
duced commodities there is available, beyond the private interests 
directly concerned, a large corps of technicians who can be 
relied upon for unbiased testimony and assistance in an investi- 
gation of this kind. In the case of coffee, neither Agriculture 
nor Commerce has desk men with the competence which the 
same agencies can offer in the case of commodities produced in 
the United States. And while the State Department had in 
recent years had one first-rate man reporting on coffee in Brazil, 
he was in the tradition of the Service quickly re-assigned to a 
post where such knowledge would be of no use, permitting the 
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Department thus to make judgments on the problem of coffee 
without the burden of expert knowldege. 


For the staff of the Subcommittee, the unwillingness to rely 
on industry advisers at a time when it was not certain that the 
findings might not show fault on their part, and the unavail- 
ability of adequate expert knowledge within the Executive branch 
of the government, was translated into a need to “feel out” the 
subject in the course of the initial hearings. The halting manner 
in which the Subcommittee got into the subject probably led the 
industry and particularly the speculators to believe that there 
was nothing to fear from the probe. Certainly the earlier hear- 
ings reveal counsel and Subcommittee both proceeding with 
great uncertainty. But in a relatively short period the Sub- 
committee developed such familiarity with the subject that the 
hearings were proceeding with great competence and effective- 
ness, and with a comprehension of the policy-issues that had 
largely eluded the Executive branch of the government. The 
Subcommittee made every effort to bring before it anyone who 
might have something useful to offer or who might think he 
had something useful to offer. Examination of the witnesses 
became increasingly effective and the findings began to emerge 
in systematic fashion. Mastery of the subject by the Sub- 
committee was especially important because of the character of 
the testimony presented. 


The Character of the Testimony. The attitude of the State 
Department consisted of flaunting its ignorance almost to the 
point of defiance of the Subcommittee. Reporting schedules 
from the field were not seriously altered and while the Depart- 
ment was later to protest that this investigation was the largest 
single challenge to the good-neighbor policy that the Administra- 
tion had had to cope with, it did not in the course of the investiga- 
tion made any effort to mobilize from the Foreign Service 
specialists who might have improved the character of data 
available from the field, it refused to heed the findings which 
were obviously emerging from the hearings, and it did not ask 
Majority Leader Lucas, who was a member of the Subcommittee, 
to pay any attention to the hearings or to the writing of the 
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report. The American end of the industry ranged in its testi- 
mony from outright dishonesty to irritated resentment of the 
intrusion by a Senate Subcommittee on the enormous profit- 
making possibilities of speculation in a manipulated market and 
of inventory gains and larger markups on advanced prices, 
ranged from use of the hearings as a forum in which to deliver 
expensively-prepared public relations documents to some rather 
pathetic testimony intended to display the industry as one at the 
mercy of foreign elements. The Latin Americans were slow to 
perceive the importance of the hearings, were possibly misled by 
Department of State assurances that it would take care of the 
situation at the proper time, and relied largely upon waving of 
the flag of the good-neighborhood as if it were a passport per- 
mitting abuses of any and all kinds. 


Some examples of the testimony may be cited. The State 
Department specialist who represented this country on the Inter- 
American Coffee Board professed ignorance of the most simple 
questions regarding the Pan American Coffee Bureau on the 
grounds that it was the practice of the United States Govern- 
ment “to keep the affairs of the Board and the affairs of the 
Bureau separate.” Just what this practice had to do with justi- 
fying ignorance by the top governmental specialist of an im- 
portant element in the structure of the industry was never made 
clear. The same specialist “had little information relating to 
any unusual short-term forces that may account for the very 
substantial increase in the coffee prices that has occurred in the 
past three or four months.” And although there has been general 
agreement among students of the Inter-American Coffee Agree- 
ment of the war period that it had represented an act of tre- 
mendous generosity which had penalized the American consumer 
by perhaps $80 to $100 million per year in return for certain 
“less easily appraised” political advantages and that the gene- 
rosity may even have gone too far, the State Department at the 
hearings dared to try to create the impression that the Agreement 
had had the effect of protecting the American consumer! Small 
wonder that the Department’s record in negotiations is so poor, 
when it considers that a tax upon the American consumer of 
$100 million or so per year was a favor bestowed upon us by 
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the coffee-producing countries, for which presumably the De- 
partment must be prepared to offer quid pro quos. 


The American end of the coffee industry represents a curious 
position. Normally we think of conflicting interests of the pro- 
ducer and consumer in terms of the seller trying to get the highest 
price possible for his product while the buyer tries to buy as 
cheaply as possible. The marketing thesis of the larger im- 
porters of coffee, however, is that the volume is not significantly 
affected by higher prices, that unit profits are larger the higher 
the retail price of coffee, that the larger merchandisers can take 
care of themselves in green coffee markets better than the smaller 
units in the trade and that they can “play” the market success- 
fully and count on inventory gains whether from slowness of 
retail prices to adjust downward when green coffee is falling or 
from rapidity of markup on inventories when prices are rising. 
Since four importers account for almost 40% of U. S. imports, 
and two firms for about one-quarter of the traffic in coffee, the 
influence of a few corporations is extremely great. With the 
larger retail profits per pound of coffee as the price rises, the 
large merchandisers of coffee are not really disturbed by a high 
base cost in green coffee, even find it useful in their drive to 
squeeze out smaller competitors in competition for the American 
market. 


The testimony of the American end of the coffee industry, 
such as that of the A& P, world’s largest marketers of coffee, 
was therefore colored by this basic position. The A&P, for 
instance, in a superbly prepared public-relations document, testi- 
fied that it was extremely disturbed by the rapidity and extent 
of the rise in the price of coffee but that there was full justifica- 
tion in normal market factors accounting for the development. 
Yet, a steady stream of propaganda emanated from New York, 
with the approval of A & P, whose purpose seemed to be to bull 
the market on every occasion when it seemed likely to turn 
downward. The tremendous decline in consumption stemming 
from the rapidity and extent of the rise in price apparently sur- 
prised the large marketing organizations which had thought the 
consumer too stupid to defend himself in this fashion. Fearful 
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of such a major market influence—for a drop of 15% to 20% 
and more in U. 8S. consumption is a factor of devastating impact 
on the market—the industry sought to minimize it by raising 
doubts as to the statistics revealed by the Gillette Committee, 
by suddenly coming up with “surveys” that proved that there 
had been too much worry over a drop in consumption that “had 
not materialized,” etc. 


A spokesman for the industry piously declared that “our 
biggest asset as an industry is the confidence of the American 
people,” but as Tea and Coffee Trade Journal editorialized in its 
July 1950 issue, “The Gillette Report coud not have created such 
a mass of unfavorable coffee publicity unless the public of the 
United States was receptively minded.” Perhaps no consumers’ 
goods industry had such a reservoir of ill-will. This was the 
industry which had launched one of the most vicious attacks on 
OPA in the closing days of price control. It had dared to assert 
that unless coffee were freed from control, the American market 
would soon have no coffee available because the producing coun- 
tries would withhold coffee and also because European countries 
would absorb great quantities. On the industry’s own testi- 
mony, however, there were then a carryover of some 15 million 
bags and an annual output of 31 million bags to meet world con- 
sumption of 27 million bags, European demand was distinctly 
limited by unavailability of resources, there were great stocks 
in this country, the producing countries were financially in no 
position to carry on a war on this market. Joining with the 
whine that coffee would no longer be available, the industry made 
the promise that the statistical position of coffee was so favor- 
able that prices would surely not rise, in fact decontrol was held 
out as a method of lowering prices to consumer. But when the 
dirty battle against controls had been won, prices rose overnight 
to ascend to a considerable higher level. Again, it was custo- 
mary for the industry to assert that it was helpless against 
Brazilian coffee interests. Yet, it is significant that the industry 
never sought regulation in trading on the Coffee Exchange in 
New York which might have been calculated to lessen the ability 
of Brazilian interests to manipulate the price of coffee. The 
hearings before the Gillette Committee disproved decisively the 
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claims of A & P and other large merchandisers that they had an 
interest in consumer welfare or felt a responsibility toward 
the consumer. 


Pathetic is the word for the testimony of the Latin Americans. 
They asserted: (a) The United States should not object to higher 
prices whatever their cause since the dollars were spent in the 
United States. It is true that testimony was introduced that 
sales of Cadillac cars had increased out of the secret accounts 
of coffee speculators, but the Latin Americans failed completely 
to understand that the Congress of the United States had not 
authorized a redistribution of national income in the form of 
higher living costs for the mass of consumers and larger sales 
for exporters. (b) The Latin Americans pleaded that the coffee 
laborer is a poorly paid person and that higher prices for coffee 
are a form of Point IV assistance. To this Senator Aiken re- 
plied that the American people would probably be somewhat 
less disturbed if they could feel that these poorly paid members 
of the industry had profited from the scandalous rise in prices, 
but all the evidence was that the profits had accrued to a differ- 
ent sector of the industry. Even the State Department was 
moved to point out in a rare moment of sincerity that “those 
coffee producers who sold their coffee under contracts made be- 
fore the price increases are not getting the benefit of the price 
rise that has occurred.” (c) The tears of the Brazilian Rural 
Society on behalf of coffee producing as one of the “most arduous 
laborious of human-activities” left no mark on the sensibilities 
of the American people because throughout many generations 
of ups and downs in the coffee industry, including many years 
when profits of 100 to 200% on investment had not been un- 
common, there had been no inclination to share the gains with 
the small helpless units on the plantations, and accordingly the 
sudden awareness of the condition of the coffee workers was not 
impressive. (The Pan American Coffee Bureau was later to 
adopt as an advertising line the laborious and arduous nature 
of coffee production, again failing to pay attention to the tradi- 
tional failure to share gains with the workers or to treat coffee 
production as a field of investment rather than as an area to 
bleed as rapidly as possible of the highest possible profits). 
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One of the most hysterical and ridiculous lines of testimony 
came from coffee speculators who protested investigation of their 
activities. A Washington newsman received an incredible com- 
munication from a New York firm which had been associated 
with Brazilian speculation to the effect that any person who be- 
lieves that a foreign speculator should be taxed on his gain is a 
bad American and obviously a person who is against the free 
enterprise system! It so happened that the Subcommittee had 
raised the question whether non-resident aliens making fabulous 
profits in speculation in coffee on the New York Exchange should 
not pay taxes on their gains. It was a perfectly reasonable line 
of inquiry and one calculated to strike a responsive chord among 
Americans who are saddled with heavy taxes. It might have 
been thought that the New York firms would have welcomed 
anything which would cut down the capacity of foreign opera- 
tors to run up prices on the Exchange—and taxes were certainly 
one method of discouraging gambling. But the large New York 
operators chose to identify their interests with those of foreign 
speculators, with any element in fact that could raise the price 
of green coffee. 


One dismal error was made by the Latin Americans and added 
to by the North Americans, namely, emphasis on the fact that the 
statistical position of coffee, long-run, had so changed that it 
must be expected hereafter that there would be continuing diffi- 
culties in locating sufficient coffee to meet American demand. 
The emphasis on this demand-supply position had immediate 
motivation in the attempt to justify the manipulation that was 
going on, but it turned sharply on the Latin Americans, for 
interest developed immediately in stimulating production of 
coffee in other areas of the world. Obviously if Latin 
America was threatening not to be able or willing to 
meet the needs of this market, it was desirable to look else- 
where, particularly when this country, through the ECA pro- 
gram and the newly developing Point IV program, was looking 
for ways and means of developing dollar-earning capacity in 
European colonies and in other non-hemisphere regions. Con- 
gressman Burnside, for instance, introduced a bill to “provide 
for a technical cooperation program to promote the production 
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of coffee in southeast Asia.” (H. R. 6663). He chose to take 
the Latin Americans at their word; they had said that their 
production was falling off and that there would be continuing 
difficulties in meeting American demand. Therefore the logic 
of the situation demanded action now. The fact that it would tie 
in with another objective—that of stimulating business activity 
in southeast Asia—made it all the more desirable. He pointed 
to the experiments which the Department of Agriculture had 
carried out jointly with Guatemalan technicians in Guatemala, 
which held out promise of greatly increased yields. And he could 
also have noted that the producing areas of Latin America had 
shown little or no interest in these experiments—something that 
is not surprising to anyone familiar with the exploitative prac- 
tices of locally-owned plantation enterprise in Latin America, 
the reluctance to invest in research, the lack of vision. 


The Latin Americans also tried to establish a point that Amer- 
ican exports had also risen in price. But since the terms of trade 
of the coffee producer had improved tremendously during the 
war and even before the fantastic rise of 1949 were highly in 
favor of the coffee producer, and since American export indices 
were not rising when coffee prices were rising by 75%, this 
theme bogged down rapidly into a search for some base period 
to which reference might be made—which proved an altogether 
unconvincing experience. 


The Publication of the Report. While the hearings were being 
conducted by the Gillette Committee, the market moved within a 
relatively narow range and with extreme discomfort as to what 
might be developed in Washington. Consumers were (a) trad- 
ing down, i.e., resorting to cheaper grades of coffee, and (b) 
they were reducing their consumption enormously.2 As one in- 
dependent coffee merchant testified : “Consumption is 20 per cent, 
possibly 30 per cent off. Many have switched to milk. Some 


2For instance, General Foods testified that their sales of coffee in 
January-February 1950 were 22 million pounds compared with 53 mil- 
lion in the same period of 1949, and attributed the drop which was larger 
than the industry average to the fact that their business was largely in 
the higher-grade coffees. Hearings, p. 1197. 
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are drinking tea. And the housewife who made six cups and 
drank four and the other two sent down the drain, now they are 
making their four cups . . . Restaurant people are charging 10 
cents for an extra cup of coffee so henceforth the people do not 
drink that second cup...” A Nielsen figure for movement of 
all coffee through retail grocery stores showed a 15% contrac- 
tion for December-January. And data compiled by the Gillette 
Committee suggested that the contraction in consumption was 
accelerated during the spring months. The spot quotation of 
5114 cents on November 23 compared with 5014 on December 
30, 50 cents on January 21, 4714, on February 28, 47 cents on 
March 31. As the hearings gained effectiveness and consump- 
tion fell off, the industry began to be disturbed by the possibility 
that coffee might be in for a serious decline in prices. Margins 
per pound of sales had risen substantially, so that this meant a 
decline in profits disproportionate to the drop in sales was threat- 
ened.2 Even attempts to bull the market by propagandistic re- 
leases seemed to be becoming less effective. Something had to 
be done and fast. The coffee industry appropriated a huge sum 
of money for consumer advertising on the theme that “coffee is 
cheap.” Latin America began to stake out a threat with which 
to beat the State Department over the head. There was talk of 
unloading more coffee in Europe, even at reduced prices stem- 
ming from barter deals, in an attempt to prevent an over-supply 
of coffee available for this market. As the movement of coffee 
slowed down, Latin American exchange positions began to weak- 
en and those responsible for the great gamble of holding coffee 
off this market at what would have been lucrative prices though 
below prices prevailing began to worry about their policy 
decision. 


Into such a situation there was thrown the Gillette Report 
early in June. What might have happened as a result of a report 
that showed that the statistical position of coffee had been com- 
pletely misrepresented, that proposed discouragement of specu- 


3 The Gillette Committee reported that margins were some three cents 
per pound larger in March 1950 than in October 1949 at the retail level 
and four cents larger at the roaster level, a total of seven cents in added 
markup. 
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lation, institution of other government reforms and policy 
coordination, cannot be estimated with exactness, except to say 
that coffee would have become cheaper. For, it was at this mo- 
ment that the State Department made the fateful decision to 
rush to the defense of the speculators, to do all in its power to 
bull the price of coffee whatever the effect on the consumer, to 
promise the Latin American coffee countries that it would follow 
their wishes regardless of the effect on the American consumer. 
At this point it should be noted that there is no evidence that 
anyone in the Department was speculating in coffee, or that any- 
one in the Department had accepted bribes for pushing a position 
that would bull coffee. It is important to note this because at 
the time the Gillette Committee Report was issued, it was gener- 
ally believed in Washingon that in certain affairs concerning 
loans to Latin America (two loans in particular) considerable 
sums of money had passed into the Department for the purpose 
of greasing the decision, and it would be easy to conclude that 
something similar might have occurred in coffee. So far as can 
be determined, the decision on coffee was one made by the Depart- 
ment under a mistaken conception of policy and not in response 
to dishonesty within the Department. 


The Findings of the Gillette Committee. The Report aroused 
a furor in Latin America that had not been paralleled since the 
Mexican petroleum expropriations. A former president of the 
A &P coffee division had advised Brazilians and Colombians not 
to pay any attention to the work of the Committee, had told 
them that the Committee had no relationship with American 
public opinion. Other trade interests and the representatives of 
some of the Latin American countries in the United States had 
also minimized the importance of the work of the Committee. 
And there is some reason to believe that the State Department 
lulled the Latins into a false sense of security against an investi- 
gation that had heavy public support. During the hearings, 
press and radio comment nevertheless grew steadily more violent 
and unfriendly in Latin America—while press and radio com- 
mentators out of Washington became increasingly impressed 
with the work of the Committee. After the Report appeared, 
the attacks on Gillette and his fellow-Senators by even the more 
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respectable organs of press in Latin America reached a violence 
and degree of bad taste seldom seen in this hemisphere. Did 
the findings of the Committee justify such attacks? 


The Gillette Committee found that there were two sets of 
factors that had contributed to the fantastic rise in prices: 
(a) A group of factors constituting the structural background of 
trading—such as the definition of delivery contracts for future 
trading on the New York Coffee and Sugar Exchange, the ab- 
sence of control over the Exchange such as is provided for other 
exchanges under our Commodity Exchange Act, the freedom 
from taxation of the gambling gains of foreign interests, the 
absence of adequate crop reporting, and certain Latin American 
government controls over the flow of coffee to the United States 
market which reduced to the fact that contrary to the assertions 
of the Latin Americans this had become a market in which a free 
play of demand and supply to determine price no longer pre- 
vailed. (b) There was a second group of market influences, 
such as the narrowing of the surplus of exportable supply over 
demand accentuated by incompetent and perhaps biased crop 
reporting, uncertainty over the extent to which consumption 
would be affected by sudden very large rises in prices and a 
reluctance of the trade to believe that demand would be seriously 
affected, a short period of hoarding fed by forces which the 
Committee was unable to identify sufficiently to warrant action 
by the Department of Justice. 


On the first set of factors: Testimony developed that the defini- 
tion of coffee that can be delivered for the basic S contract was 
extremely restrictive. It was alleged that “while perhaps not so 
intended it is a ready made contract for the Brazilian interests, 
particularly speculators.” The Committee was disturbed to find 
that almost one-half of the outstanding contracts for future de- 
livery of coffee on the Exchange as of March 31, 1950 were owned 
by Brazilian interests, with one broker alone controlling above 
30% of the outstanding long interest, that some of the Brazilians 
holding long positions in the New York coffee futures market 
also had coffee on consignment in New York and could con- 
ceivably influence government decisions on the movement of 
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coffee out of Latin American ports, that there was a potential 
squeeze play in the combination of ownership of contracts for 
future delivery and actual coffee available for delivery. The 
Committee recommended that the Exchange substitute a univer- 
sal type of futures contract whereby deliveries of coffee if meet- 
ing suitable grades could come from any place where coffee is 
produced or from any port from which coffee is shipped. It 
further recommended that trading in coffee be placed under the 
Commodity Exchange Act. It sought to discourage speculation 
by asking that profits of foreign interests gambling on our Ex- 
changes be taxed and by suggesting that the Exchange require 
margins on coffee futures contracts of 50 per cent of the going 
value of the coffee covered by the contract. All of these recom- 
mendations were well within the competence of a Senate investi- 
gating committee, they were made in the national interest and as 
such could not be disputed by the State Department, and they 
surely could evoke no justified protest from the good-neighbors. 


Recognizing the tremendous importance of satisfactory crop 
reporting in any field, the Committee suggested that “the coffee- 
producing countries be urged to establish fully reliable statistical 
organizations within their Governments that will provide accu- 
rate statistics on stocks of coffee both in warehouses and interior, 
proper crop estimates, tree census, acreage, etc.” There was 
nothing improper in this suggestion. This government has re- 
peatedly made suggestions for improved economic and financial 
statistical reporting to the Latin American countries, it contrib- 
utes heavily to training Latin Americans in such work, it pays 
a heavy proportion of the expenses of the various international 
organizations concerned with statistical problems. It is gener- 
ally agreed that over the long run good crop reporting is a help 
rather than a hindrance to producers of farm products, and the 
Latin American producer is no different in this respect. It is 
true that good crop reporting might tend to weaken the profit- 
making possibilities for speculators but even in Brazil there was 
a long tradition of dissatisfaction with the manner in which 
speculators who never touch the soil gain from sweeps in prices 
at the expense of the producer, and there was no reason to be- 
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lieve that the Brazilian farmer was ready to “front” for a hand- 
ful of speculative interests, to his own disadvantage. Where the 
Committee erred is in not recommending also that the United 
States Department of Agriculture assume responsibility on be- 
half of the American consumer for a systematic reporting of 
coffee crops. The Department has frequently and correctly told 
Congressional committees that its appraisal of foreign crop con- 
ditions in products of which we are also producers has been so 
good that the foreign countries themselves frequently prefer the 
data of the Department of Agriculture to those put out by their 
own entities. In at laest one case an officer of the Department 
stationed abroad had demonstrated that he could achieve a mas- 
tery of the crop reporting of coffee that could provide an im- 
mensely useful independent appraisal. The crop has become of 
such importance to the United States that an expenditure for this 
purpose would clearly be in the public interest. Again, the pro- 
priety of our interest in adequate crop reporting can not be chal- 
lenged. The lack of interest of the large coffee firms in the United 
States in stimulating such a venture is tremendously significant as 
an indication of their tendency to identify themselves with foreign 
interests rather than with that of the American consumer. 


On the second set of factors: The Committee recognized the 
oft-repeated elements—the decrease in production in Brazil, the 
final liquidation of coffee stocks which had long been overhang- 
ing the market in Brazil, the short but intensive period of hoard- 
ing which had been successfully fanned by publicity whose 
source could not be determined, the approach of the coffee market 
to a current basis as against the long tradition of enormous 
carryovers, the basic theme of the industry that consumption 
would not be affected by rises in prices. But as the investiga- 
tion proceeded, the Committee turned the tables on the witnesses 
and asked, as each enumerated the familiar factors in the rise: 
“If these are the factors which accounted for the fantastic rise 
in prices, why has not the price of coffee fallen when every one 
of these factors was reversed?” For that is what had become the 


4 The Embassies currently report on coffee crops but the work is not 
done by experts generally and independent appraisals are rarely provided 
for. 
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issue. Consumption had slumped immensely and independent 
coffee-men all over the United States were immensely disturbed 
by the drop in sales. Production had come along much better 
than had been expected so that it was early apparent that the 
industry had under-estimated production by a considerable pro- 
portion. It was clear that the carryover at the start of the new 
crop year was going to be much greater than had been anticipated 
—and the anxiously over worked idea of a shortage before the 
new crop came in had become utterly ridiculous. The Europeans 
were in no mood to use scarce dollars for any considerable in- 
crease in coffee buying, and in barter deals with soft-currency 
countries the price yielded to Brazil tended to be less satisfac- 
tory than a lower level in the United States would be. 


Consumption had fallen immensely in countries other than 
the United States also—including even Brazil. In January 1950 
Spice Mill, a trade journal, had carried an advertisement inserted 
by a reputable New York coffee firm which consisted of a “Coffee 
Quiz” as follows: “Question: Have coffee prices reached a perma- 
nently higher level? Answer: Based on present production and 
consumption statistics—yes. The $64 question is: Will present 
consumption decline materially under the influence of present 
price levels?” When the rise in price seemed finally to be stall- 
ing, however, the A & P promptly warned that consumption will 
have to shrink by more than a mere 10 to 15% before prices can 
be appreciably lower. Was this an appraisal of the market or 
was it a statement of objective? The industry had repeatedly 
asserted before the Gillette Committee that one major factor 
accounting for the tremendous rise in prices had been the final 
liquidation of Brazilian stocks. But at the beginning of the 
crucial period these stocks stood at perhaps 0.7 million bags and 
it was the announcement of liquidation of these 0.7 million bags 
which had been cited to the Committee as the significant factor. 
The existence or non-existence of 0.7 million bags, much of it un- 
suitable for sale to dollar markets, was cited as a vital factor 
in a 75% increase in prices. Yet, the A&P dared assert a 
drop in consumption of some 3 million bags or more would not be 
a major factor in influencing the market downward. Surely 
this seemed on the surface more a statement of the degree of 
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control over the market than of an appraisal of the play of 
demand and supply in a free market, for the market was perched 
precariously at unprecedented prices, production estimates were 
daily larger, and consumption was dropping 15 to 20% —this 
in a market where a drop of less than 4% on the supply side had 
been rated a major factor in the tremendous rise in prices. 


It was easy for the New Yorker magazine to wisecrack that 
“people who have been complaining about the high price of coffee 
should discontinue this practice. It accomplishes nothing and 
it hurts the feelings of our good neighbors in South America.” 
But a Congressional committee has certain responsibilities to the 
people and in this case the Gillette Committee found certain lines 
of action that were wholly proper for the United States to 
undertake. 


The Committee recommended, for instance, that in official pro- 
curement and financing of procurement, policy should be co- 
ordinated with consumer interest which constitutes the largest 
factor in the national interest in coffee. In operating terms, 
Economic Cooperation Administration was asked to abstain 
from financing coffee and the Defense Establishment was asked 
to modify buying specifications and to watch its inventory posi- 
tion so as to cause the least disturbance possible to the statistical 
position of coffee at least until the next crop was ready. There 
was nothing improper in these recommendations. As a matter 
of fact, they merely reiterate what were underlying policy di- 
rectives governing these agencies. Normally the Defense Estab- 
lishment in all its procurement has an understanding that proper 
attention must be given to the possible impact on civilian activity, 
and ECA when established had indicated that it would heed the 
Congressional warnings that its financing must not disturb 
availability of short-supply goods or otherwise disturb domestic 
activity of equally high priority in the national interest. The 
director of the Food and Agriculture Division of ECA had al- 
ready pointed out on February 27, 1950 that ECA was conscious 
of the concern generally evidenced in this country with respect 
to the level of coffee prices and of its responsibilities to carry 
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out the ECA program with the minimum effect on prices.5 ECA 
had already resisted pressure from some of the European coun- 
tries for financing of coffee, and it reported on February 27 that 
“it was most unlikely that we will decide it is necessary to issue 
any procurement authorizations for coffee as long as the coffee 
market continued to be unusually unsettled, unless a clear-cut 
emergency arises.” 


In addition to policy coordination with respect to official pro- 
curement activities, the Committee recommended coordination 
with respect to financial policy, particularly our loan policy. It 
had noted that the Latin American countries were cutting down 
their dollar revenues by their pricing policy and it was fearful 
that permanent adoption of policies that were being undertaken 
by the coffee countries might bring a crash in prices, particularly 
if the next crop were good and having in mind the extremely 
unsatisfactory financial condition of the bulk of the producing 
countries. Again this was a wholly proper recommendation. 
And if the truth be known, it was a recommendation that merely 
voiced again some considerations which the Executive Branch 
of the Government would in any case have had to consider when 
the question of individual loans to Latin America arose, for bal- 
ance-of-payments forecasts are among the most vital sections in 
the memoranda on which loans are based. One of the policy direc- 
tives of the Export-Import Bank is that “the Bank makes only 
loans which offer reasonable assurance of repayment.” In the 
spring and early summer of 1950 one of the Latin American 
countries was gambling officially with a quantity of coffee roughly 
equal to half of its annual dollar receipts. To have ignored this 
factor in consideration of new loans would have been criminal. 


Looking into the consumption factor, the Committee had been 
impressed with the fact that the Pan American Coffee Bureau 
in its advertising and consumer activities recommended use of 
an amount of coffee per cup which was at least 25 to 30% greater 
than the recommendation reached during studies by the Virginia 
Experiment Station and accepted by the American Home Econo- 


5 Hearings, p. 1337. 
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mics Association. The Bureau’s recommendations were fre- 
quently propagated by newspapers using canned material 
undiscriminatingly and without the warning mark of “adv.” 
Accordingly the Committee urged American consumers to avail 
itself of the help of the findings of the Experiment Station study. 
The Department of Agriculture had been lax in not bringing this 
material actively to the attention of consumers, apparently be- 
cause of the slowness with which projects are set up in the 
Department and because of the relative lack of attention to 
products not produced domestically. It is significant that an 
officer of one of the coffee associations promptly appeared in 
Washington and asked the Department of Agriculture to continue 
not to spread word of the recommendations which could coun- 
teract the propaganda of the official advertising entity of the in- 
dustry “because it would curtail wasteful consumption of coffee.” 
Quite a request to make, quite some gall, at a time when the in- 
dustry was piously asserting that it hated high prices as much as 
the next fellow, that supply could not keep up with demand, 
etc., etc.! 


Finally, the Committee reacted to the thesis that the Latin 
Americans themselves had advanced, namely, that coffee was in 
for a period when it would be permanently difficult for supply 
to keep up with demand, and recommended that the United 
States make technical assistance available to any friendly nation 
which might desire to expand coffee production. There was 
nothing new or improper in this suggestion. We were already 
cooperating vigorously in agricultural research with Latin Amer- 
ica and the rest of the world. We had helped develop techniques 
which promised immensely improved yields in coffee. These 
techniques were available to any producer or country that might 
wish to avail themselves of them, although the response in Latin 
America had been very slow. We were undertaking through the 
Marshall Plan to develop production abroad which would con- 


6 See Bulletin 367 of the Virginia Experiment Station, Blacksburg, Va.; 
the symposium on Home Equipment published in the Journal of Home 
Economics, March 1946; and Handbook of Food Preparation of the Ameri- 
can Home Economics Association. 
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tribute to solution of the dollar-gap problem, and if cultivation 
of coffee in European colonies held out promise of contributing 
effectively, we could not refuse to cooperate with the European 
countries. And under the Point IV program, we were commiting 
ourselves to world-wide technical assistance programs in which 
there could be no discrimination against friendly non-hemisphere 
nations. The greatest protection for the Latin American coffee 
producing countries would have been not to set prices up so high 
that an umbrella was established under which other producing 
areas would be rushed into cultivation. Brazil, surely, had had 
sufficient experience in holding an umbrella under which new - 
competitors developed to be able to comprehend the consequences 
of its latest folly. The wisest step seemed to be not to threaten 
this market with perpetual shortages and steadily rising prices 
and instead to expand production to meet an outlet whose 
requirements could be expanded continually under careful at- 
tention.” 


The above paragraphs contain the substantive portions of the 
Committee’s recommendations. Two other sections of the Re- 
port deserve comment, however, although they occupy no central 
position in the findings of the Committee. Apparently reacting 
to the exasperation which many independent coffee-men had 
voiced with respect to the activities of the National Federation 
of Coffee Growers of Colombia which was then playing the mar- 
ket by holding great stocks in New York, by participating in a 
minimum-price venture in Colombia, by gambling with the whole 
economic well-being of Colombia as the stake by refusing to move 
coffee into the United States except at very high prices in the 


7 We are ignoring in this account one recommendation which falls out- 
side the main current of the Report and of the reaction of the State De- 
partment and other foreign interests. That is the recommendation that 
“the Attorney General investigate the details of the purchase of coffee by 
George V. Robbins, Maxwell House Division, General Foods Corporation, 
from the National Coffee Department of Brazil, in the year 1948 to deter- 
mine if any Federal laws have been violated.” The Committee was with 
some justification extremely dissatisfied with the testimony of Mr. Robbins 
in the course of the Hearings. See Report of a Subcommittee of the Com- 
mittee on Agriculture and Forestry (so-called Report of the Gillette Com- 
mittee), pp. 15-17. 
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belief that its bargaining strength sufficed to bring victory in a 
final show of strength with this market, the Gillette Committee 
recommended that the Federation be asked to discontinue the 
practice of holding stocks of coffee in the United States off the 
market, that other foreign interests be similarly asked to dis- 
pose of stocks held in the United States and off the market, and 
that if these foreign interests refused so to act the Attorney- 
General of the United States should examine the possibility of 
bringing suit under anti-trust legislation to end the practice of 
disrupting the normal flow of coffee to this market. Since it is 
probable that the Federation could continue to interfere with 
the internal economic affairs of the United States even though 
it were not allowed to hold stocks in the United States, and 
since the decision to gamble with a country’s economic future 
is a proper one for the country itself to make, it is probable 
that nothing could come out of this attempt of the Committee to 
preach sound policy lines to Colombia. Where the recommenda- 
tion did have importance, however, was in pointing up the 
problem created by foreign interests attacking the American 
consuming market in this fashion. There was no suggestion 
that this was the only commodity being protected in world mar- 
kets or the only government undertaking to force higher prices 
for its commodities, but as the major consumer the United States 
had an interest in the nature of the market-structure which had 
brought an enormous and unjustified rise in the cost of coffee im- 
ports and had every right to protect itself from such attack. 


A second recommendation, also peripheral as far as the Report 
is concerned, asked that the Department of Justice delegate 
someone to sit with the United States representative at all future 
meetings of the Special Commission on Coffee of the Inter- 
American Economic and Social Council. The origin of this 
recommendation will be recognized easily by anyone who has 
worked in the Executive Branch of our government outside the 
State Department. The lack of confidence in the Department 
and the utterly unsatisfactory fashion in which it frequently 
carries out its responsibilities inevitably cause outside agencies 
to ask that the function be shared or as a last resort that a new 
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agency be set up with duplicate responsibility. This was in fact 
one of the failings for which the late President Roosevelt was 
blamed, namely, the establishment of new agencies as a sub- 
stitute for firing of the incompetents already entrusted with the 
function. It was at the core of the difficulties which resulted 
from the establishment of the Coordinator’s Office and of the 
BEW, just to mention a few agencies directly operating in the 
Latin American field. The recommendation of the Gillette Com- 
mittee with respect to Commission representation was admittedly 
undiplomatic, since it could have been expected to arouse 
suspicion in Latin America that the United States was assigning 
a policeman to follow the maneuvers of an international agency 
meeting in Washington. Actually, the step was calculated more 
to achieve proper representation of American interest at the 
Council, a step that was entirely proper for a Committee to 
recommend when it had reason to distrust the capacity of the 
State Department to function effectively in the national interest. 


Reaction to the Report. In the month preceding the release of 
the Gillette Report the coffee industry regained confidence that 
with the help of the State Department it would be able to throw 
off the effects of the Report and anticipated that once the Report 
was out of the way, the market would be ready for another 
“ride.” Neither the foreign nor the domestic coffee speculators 
understood that release of a report by a Congressional com- 
mittee does not terminate the committee’s interest in the subject 
and that hearings can be reopened at any time. The industry 
worked feverishly on a campaign to convince the American 
people, as a great weekly (Barron’s) put it, that “they like high 
coffee prices.” New public relations men were engaged. Coffee 
was put up 3% in the final month. 


The substantive portions of the Report, when released, proved 
so sound and promised to be so effective that they evoked a 
volume of protest such as has rarely been heard in the Latin 
American field. The individual Latin American countries pro- 
tested to the State Department, the Latin American producing 
countries filed a joint statement of protest, the Special Commis- 
sion on Coffee of the Inter-American Economic and Social Council 
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protested vigorously, but the bulls in New York and Santos, 
including many firms which had posed as being interested in 
lower prices for the American consumers, were elated. They 
knew the State Department! The Department would yield to 
the threats of the Latin Americans! 


The Ambassadors protested that the recommendation to pro- 
vide technical assistance to other areas was a threat to Latin 
America. But as we have seen, the technical assistance program 
evolving under Point IV which had been a vital element in the 
foreign economic policy outlined by the Administration and 
strongly supported by the American people called for encourage- 
ment of production of dollar-revenue producing goods the world 
over as rapidly as possible; it called for showing of no dis- 
crimination against any particular area; and it was inevitable, 
whether the program be the ECA program for European colonies 
or the Point IV program for any other countries, that interest 
and attention must first focus on those commodities having the 
most favorable market outlook. The Ambassadors protested 
that the recommendations would interfere with the internal af- 
fairs of the Latin American countries—an over-worked cliché 
of the good-neighborhood. But as we have seen, the Committee 
had merely in a peripheral recommendation worried over the 
fact that at least one Latin American government seemed to have 
injected itself excessively into the internal U. S. scene, and the 
substantive portions of the Report contain nothing that could be 
termed intervention in the internal affairs of the Latin American 
republics. An attempt was made to divert attention from the 
main recommendations by asserting that the United States was 
in effect objecting to price-fixing policies for farm products in 
foreign countries while at the same time it was engaged in a 
vast program of agricultural assistance aimed at minimum price 
supports for its own production. Actually the Committee did 
not challenge the right of any foreign government to manipulate 
the cost or price structure of its agricultural industries within 
its own borders. It did point out certain dangers which might 
arise from an attempt to manipulate prices in the American 
market, warned that a country with weak finances might find 
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its resources severely and even permanently strained by the 
effort. It did hold the position that even in the United States 
the Congress is concerned with the consumer’s interest and is 
obligated to weigh the effects on our consumers of any measures 
taken to help the farmer. Surely the Congress within our own 
borders has the right to weigh the effect of foreign activity upon 
our consumers and to see that the consumers get all the protec- 
tion that may be desirable. As could have been expected, the 
recommendation to strengthen U. 8. representation on the Special 
Commission on Coffee was especially resented. Yet, the Special 
Commission itself erred grievously when it protested that the 
“United States is already represented on the commission by an 
appropriate official of its Government,” for it is the function of 
the United States and of the United States alone to determine 
who shall represent it on any international agency and who is 
the appropriate official, and if a Congressional body wishes to 
recommend to the Executive Branch a change in the representa- 
tion designated, it is surely no affair of the Latin American 
countries. The Latins had, in fact, stumbled into their favorite 
subject of flogging, for they were in essence trying to interfere 
with what was purely an internal matter on the part of the 
United States. 


Finally, the Latin Americans declared that for the United 
States Government to undertake to protect the consumers of this 
country against speculative activity or price-rigging or unsatis- 
factory conditions on a United States commodity exchange; for 
the United States Government to dare to insist that a foreign 
speculator who made over $3 million on an original speculation 
of $0.2 million on an American commodity exchange might prop- 
erly be asked to pay some sort of taxes on his gains; for the 
United States to propose that its official procurement and financ- 
ing policies be so integrated as to maximize achievement of the 
broad national interest; for the United States Government so to 
act would constitute an act of economic warfare. Needless to 
say, this was utter nonsense. 


The Latin Americans went on to protest that “our economies 
will be left prostrate” if the precarious basis of the current boom 
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in coffee were to be removed, as must inevitably happen when 
the new statistical position of coffee which did not warrant 
the present prices was coupled with the vigorous recommenda- 
tions of the Gillette Committee directed at discouraging waste- 
ful consumption, speculative activity, etc. But it was obvious 
that the decision to stake their economies on the ability to main- 
tain the spiral was one which individual countries had adopted 
on their own judgment; in fact, the Gillette Committee had 
sought throughout its hearings and in the Report to emphasize 
how serious the gamble was. The United States was now being 
told to underwrite the gamble. In other words, to convert a 
gamble into a completely safe proposition, but to leave the re- 
wards that go with the risks ofgambling completely to the Latin 
American speculator. If the Latin American Ambassadors had 
informed their Foreign Offices correctly, they should long before 
have reported home that under the constitution of the United 
States, the National Federation of Coffee Growers of Colombia 
is not authorized to vote a Marshall Plan of $600 million per 
year with annual increase indefinitely for Latin America, to be 
financed by the United States on a regressive tax basis. Neither 
were Swiss or Brazilian speculators authorized to vote such a 
Marshall Plan. And if the truth be admitted, there were limita- 
tions even to the authority of the A & P to commit the United 
States on matters of such import. 


While the Latin American press was having a field day with 
the “‘indelicacy and revolting brutality” of the recommendations, 
the Latin American governments warned the State Department 
no less indelicately that any attempt to support the recommen- 
dations of the Gillette Committee would feed the forces of Com- 
munism in Latin America, would damage the unity that now 
exists between the American states. It was clear that for the 
Latin Americans there was no issue of principle involved. The 
ties that bind could remain ties only so long as bills could be 
presented for “services” rendered and such bills paid promptly. 
As a veteran Washington observer, Constantine Brown, noted: 
“Because there was no foundation in fact for a complaint by the 
coffee-producing countries, the emotional approach was made. 
The mere fact that a senatorial committee was getting to the 
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bottom of coffee speculation—which affects the pocketbooks of 
all Americans and particularly of the little man—has brought 
official protests that we are jeopardizing our good-neighbor 
policy.” 


What could the State Department do under these conditions? 
Could it rest the American position on principle? Was the good- 
neighbor policy something more than the continual purchase of 
good will, varying only with changes in Secretaries of State who 
might be vulnerable to greater or lesser price tags? Should the 
Department buy $600 million of friendship and hold the check- 
book open for the next act of blackmail? Had it erred in letting 
the matter go as far as it had? 


The Position of the State Department. The Subcommittee had 
consisted of five members, of whom three were Democrats, one 
being the Senate Majority Leader (Lucas). It was an “Adminis- 
tration committee,” and one of the two Republicans on it was 
Aiken, who had definite leanings toward the erroneously labelled 
“Liberal” element of the party. The hearings had extended over 
a period of more than six months. The hearings were open. 
The examination of witnesses at the hearings had tended to re- 
veal the nature of the Subcommittee’s thinking and the direction 
in which recommendations were emerging. From time to time 
officers of the State Department attended the hearings, pur- 
portedly to avoid the tedium of idling in the over-staffed De- 
partment. Certain news services out of Washington had even 
forecast quite accurately the character of the recommendations 
which would be forthcoming. Was the Department caught by 
surprise? 


The first error made by the State Department was in not co- 
operating effectively in conduct of the hearings. It is true that 
the Department offered to assign a man to the hearings, but the 
purpose was to make sure that the Subcommittee did not look 
too closely into the situation, and the Subcommittee wisely did 
not accept the offer. The Department’s testimony was unsatis- 
factory and its mobilization of the services of the field staff was 
quite inadequate. The second major error was in not alerting 
Senator Lucas to the importance that the Department attached 
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to having a report emerge that would not be critical of the 
speculators, that would not be bearish in the eyes of the coffee 
market, that would help create a little “Marshall Plan” without 
formal authorization. “The Department,” said Assistant Secre- 
tary Miller, “did not see the report itself before it was made 
public and was therefore not able to comment in advance on those 
sections which it might have recognized as potentially danger- 
ous.” : 


When the Report was finally released, the Department scurried 
up to the hill and put the heat on the Agriculture Committee to 
repudiate or withdraw the report of the Subcommittee. Senator 
Lucas was induced to release a statement that “he had never 
attended a meeting of the Subcommittee and that he did not go 
along with the report.” This was the first act in a series intended 
to discredit the subcommittee. Admittedly some of the language 
in the Report was not as diplomatic as it might have been. Had 
the Department been on the alert, it could have asked Senator 
Lucas to look at the Report before it was released (the Report 
was available to all Subcommittee members), i.e., it could have 
instructed Lucas to clear with the Department before release, 
as a rubber-stamp he would have consented, and at least the 
matter of language might have been corrected. In fact, this 
would have helped the Subcommittee as well as the Department, 
for in the great uproar that followed release of the Report, it 
was not the findings of the Subcommittee that were seriously 
challenged but rather a few phrases where the language was too 
clear and one or two peripheral suggestions which really did not 
affect the substance of the Report. As it is, the laxity of the 


Department created an easy propaganda target in the peripheral 
comments. 


But there is a larger area of failure on the part of the Depart- 
ment and one that stems from the underlying thesis of the State 
Department in the spring of 1950. That thesis was that imple- 
mentation of the good-neighbor policy means seeing that “the 
Latin American countries get theirs,” to put it roughly in the 
language of the street. More formally, Assistant Secretary 
Miller had voiced it as follows in testimony before a Subcommit- 


E~ 


P= 
1e 
1e 
'y 
it- 


THE ECONOMICS OF THE GOOD NEIGHBOR POLICY 29 


tee of the Senate Committee on Public Works: “Most of these 
countries have received relatively little economic assistance from 
this country in relation to assistance provided to other areas 
of the world.” ‘And apparently, the Department was now under- 
taking to see that “the Latins got theirs now.” To this end, 
the Department told the Committee on Public Roads that it was 
not concerned with how the authorizations were arranged or 
what specifications were inserted for public bidding on the $64 
million sought for the Inter-American Highway, as long as the 
Department could get its hands on the money to give to Central 
America. To this end, the Department had cleared in less than 
three weeks a loan of $125 million for Argentina, whose dis- 
bursement would represent a larger sum than the total net dis- 
bursements for all of Latin America (disbursements minus 
repayments) in the previous three years, at a time when such 
countries as Brazil needed to negotiate for more than a year 
before they could get a $25 million credit for a well-worked-out 
project. And to this end, the Department was now determined 
that nothing interfere with the “Marshall Plan” for coffee specu- 
lators and for Latin American producers who might salvage 


some of the gains after speculative interests had taken their 
share. 


The Department of State caused the Senate Committee on 
Agriculture and Forestry to be assembled and issued the demand 
for “repudiation or withdrawal of the Gillette Report.’ It ob- 
jected to the proposal to tax the profits of foreign speculators 
from operations on our commodity exchanges. It objected to 
the suggestion that balance-of-payments-studies made in connec- 
tion with proposed loans to Latin America take full cognizance 
of the tenuous basis on which the structure of the high-priced 
coffee market was being maintained. It objected to the recom- 
mendation for establishment of reliable reporting of statistics, 
because the recommendation reflected on the good faith of the 
Latin American reporting agencies! It objected to the recom- 
mendation that ECA financing policy be coordinated with over- 
all policy governing transactions in this country, although ECA 
itself had directives calling for due consideration of such fac- 
tors. It objected to sharing representation on the Special Coffee 
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Commission of the Inter-American Economic and Social Council. 
It distorted the remarks of the Subcommittee with respect to 
activities of the National Federation of Colombia into an irre- 
levant note that the United States with its price-support schemes 
cannot point a finger at others. It suggested that coffee prices 
had been too low. It rejected the idea that there had been any 
manipulation in the market. It rejected the evidence that this 
was a market where the free play of demand and supply did not 
exist and where “the conflicting interest of producer and im- 
porter” was a phrase not applicable to the pricing process. It 
requested, no, insisted, that the Report be withdrawn for re- 
writing, and demanded full publicity for the fact that the Sub- 
committee was thus being discredited. It was imperative in the 
eyes of the State Department that the bulls in the market be 
freed of the fear that this Government might still have an inter- 
est in what was happening in the coffee market. The Commit- 
tee yielded under heavy pressure put upon it in terms of the 
requirements of our foreign policy. Nothing that the Depart- 
ment brought before the Committee had the slightest relation- 
ship with the facts of the situation in coffee that had been brought 
out by the Subcommittee. The Department in effect said that 
these coffee-producing countries were determined and entitled 
to get “theirs” and that the Department was determined to see 
that they got “their” share. Otherwise, reasoned the Depart- 
ment, the good-will of Latin America and the good-neighbor 
policy might be lost. 


The basic policy thesis was obviously incorrect. When the 
various foreign-aid measures have been put to the Congress, the 
Administration has never argued that the assistance is something 
which country X or Y or Z is entitled to, that there is a formula 
on a fixed per capita allotment basis by which the redistribution 
of our national wealth and income is to be accomplished in foreign 
aid programs. In the case of the appropriation for the Inter- 
American Highway, Senator McClellan had slapped Assistant 
Secretary Miller down hard by rejecting as a basis of policy the 
notion that Latin America was not getting as much as other 
countries out of the United States Treasury. “I do not believe,” 
said the Senator, “that the approach would appeal to me very 
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strongly that we should now get into this position where it will 
be said that because we spent so much money in one area of the 
world we should spend so much money in another area.”’” When 
Miller testified before the Senate Committee on Agriculture and 
Forestry, he said, that the Latin American governments were 
already asking for a Marshall Plan of their own and that to 
warn them that even the current ECA program might be cut 
back to eliminate coffee was an act calculated to be interpreted 
as further evidence that the United States “is not sympathetic 
to their problems.” Yet, it must be clear that this government 
had undertaken no commitment to provide assistance propor- 


tionate to the Marshall Plan aid for Europe to all areas of the 
world. 


If the basic policy thesis was incorrect, the operating policy 
for implementation of the good-neighbor policy was even worse. 
Vice-President Barkley has frequently told the story of the 
Congressman up for re-election who returned to his district to 
campaign and asked one old gentleman whether he intended to 
vote for him again. “No,” said the old man. “Why not?” asked 
the Congressman. “Didn’t I get your brother a job in the gov- 
ernment in 1942?” “Yep.” “Didn’t I get your cousin a pension in 
1943?” “Yes,” replied the voter. “Didn’t I get an increased acreage 
allotment for your wife’s family in 1944, a deferment for your 
brother’s son in the same year, a procurement contract for your 
own business in 1945?” “Yes, that is all very true,” replied the 


tired-voice voter, “but this is 1946—what have you got for me 
this year?” 


If the basis of the good-neighbor policy is so nebulous that it 
permits of no action on principle; if it is impossible, lest a good- 
neighbor be offended, for the State Department to make effective 
protest on behalf of a trade or investment or shipping company 
when the fundamental principles of freer commerce and ship- 
ping which it mouths so piously in its support of the ITO and 
other schemes are being violated; and if the State Department 
must yield to every protest of a Latin American country regard- 
less of the merit of the position, lest the neighbor withdraw from 
some paper commitment of the good-neighborhood; then surely 
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it is time to re-examine our accomplishments under the good- 
neighbor policy. We have seen in the immediate post-war period 
that when Welles had retired from the scene and the pampering 
of the Latins had temporarily to give way before the urgent 
problems of winning the peace, a great wail went up from Latin 
America that it was being neglected and there were badly veiled 
threats against the good-neighbor policy. International policy 
must surely comprehend something more enduring than the con- 
tinued retreat before blackmail. 


Similarly, it is clear that foreign economic policy cannot be 
considered apart from domestic policy. During the second world 
war, when the Department’s function was largely to lobby for 
Latin America on minimum export requirements, etc., there was 
at least a final authority outside the Department which could 
evaluate the Department’s requests in terms of equally high 
priorities for the domestic field. In the absence of a structural 
arrangement of that kind in peacetime, it is surely the respon- 
sibility of the State Department to be cognizant of the larger 
problem. 


Postcript. The Department prevailed upon the Senate Com- 
mittee to withdraw the Subcommittee’s Report for re-writing. 
Immediately, reported American Embassies in the coffee-produc- 
ing countries, the gloom which the bearish Gillette Report had 
aroused was replaced by anticipation of new gains in coffee 
prices. The market firmed to advance another 4 cents in July 
from the high of November. Inspired stories, some from inside 
the coffee industry itself, began to appear in the press with the 
obvious purpose of bulling coffee once more. The arrogance 
of the speculators and of the American end of the industry which 
had identified itself with the unsavory tactics of foreign specu- 
lators grew so much that during the early weeks of the Korean 
crisis when a run on coffee developed and prices were incredibly 
high, a spokesman for the industry dared to say that “the price 
increases in coffee are due to unfriendly statements of the Gil- 
lette Committee.” There was already a new question-mark, the 
possibility of price controls and a rollback to some basis. The 
Department’s action in defense of improper conduct in the coffee 
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market had already saddled the American consumer with an un- 
satisfactorily high basis for a rollback. To intensify the victory 
over the consumer, the Department hustled to the hill in the late 
days of July to insist that the Senate Committee on Agriculture 
and Forestry immediately issue a version of the Gillette Report 
which had been re-written in the Department and was calculated 
to be even more effective in bulling the market! ‘Tribute 
paid on the altar of friendship,” one Washington columnist called 
it. But surely it was a poor basis for an enduring foreign 
economic policy, however great our resources may be. 








_ or aaalleiien is Pai of 
Whexico’s Sdsttal | an 
By George Wythe 


Mexico has long been a happy hunting ground for archeologists, 
anthropologists and sociologists as well as artists, writers and 
travelers. Along with a host of ephemeral stuff, this invasion 
has produced several genuine classics in the form of history, 
essays and travel memoirs. But the climate has been less in- 
spirational for economists. Although some excellent monographs 
on specialized fields have appeared, no full-scale, well-rounded 
economic survey of the country has been made since Humboldt. 
In recent decades the economist’s task has been complicated by 
the emotional smoke-screen engendered by the Revolution. Per- 
haps it is still too early for a grand synthesis. Meanwhile, how- 
ever, it is encouraging to note the growth in the quantity and 
quality of objective economic analyses appearing in the Mexican 
journals, as well as the publication in the United States of several 
well-documented studies. 


The most recent of these studies is Dr. Sanford A. Mosk’s 
long-awaited book on the Industrial Revolution in Mexico (Uni- 
versity of California Press, 1950, xii, 331). Dr. Mosk takes us 
behind the scenes to meet the men of the New Group, who are 
the spearhead of the present drive for industrialization, and to 
examine the tax exemptions, financing policies, tariff measures 
and direct import controls through which the present and pre- 
ceding administrations have fostered manufacturing industries. 
The present status of manufacturing development is described, 
and interesting details are provided regarding several large in- 
dustrial projects. 


The chapter on Mexico’s New Industrialists is stimulating, 
and whets the reader’s appetite for more information as to the 
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background of individual promoters of this group; how they got 
their start, where they obtained their financing, and something 
more about their industries. The New Group is distinguished 
from the older and well-established manufacturers, some of 
whom are now less interested in tariff protection than in export 
markets, and from other new enterprises controlled by or affi- 
liated with strong American firms. Although branch factories 
of foreign concerns are usually no less interested in tariff pro- 
tection than are members of the New Group, the latter fear the 
competition of firms disposing of greater technical and financial 
resources and accustomed to a pricing and advertising policy 
designed to widen the market for their products through price 
reductions. On the whole, Dr. Mosk rather underestimates the 
significance of United States branch plants before 1940 (e.g., 
p. 256), but it is true that the investment was small in relation 
to extractive industry, utilities and transportation. 


The New Group, rising to prominence during the second World 
War, recalls the “New Creoles” of the pre-revolutionary period, 
the middle bourgeoisie who became rich through industry and 
trade under Diaz.1 The similarities, as well as the differences, 
between the two periods are illuminating. Modern manufactur- 
ing industry got its start in Mexico under Diaz. Qualitatively 
the development was much more significant than would appear 
from the index of manufacturing production prepared by the 
Oficina de Barémetros Econémicos (Mosk, p. 120). At the same 
time mineral and agricultural production expanded, and the rail- 
way mileage zoomed. Exportation of specialized agricultural and 
livestock products on a significant scale began: coffee, hard 
fibers, tobacco, chicle, vanilla beans, garbanzos, guayule, cattle, 
and hides and skins. Despite the development of large-scale 
exports of industrial metals, at the end of the Diaz regime ex- 
ports of agricuitural-pastoral products were relatively more im- 
portant than at any time before or since, with the possible 
exception of the last few years. 


Then, as now, that part of the agricultural economy working 


1See Andrés Molina Enriques, Los Grandes Problemas Nacionales, 
México, 1909, pp. 42, 70, 225. 
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primarily for subsistence or for the domestic market was lag- 
ging behind other activities. Some haciendas and ranchos 
(small and medium-sized estates) had introduced modern 
methods and equipment, but progress along these lines was sub- 
merged by the onset of the Revolution. 


The original aim of the agarian reformers was to correct some 
of the abuses of the Diaz entourage by restoring lands to de- 
spoiled Indian villages. How far the revolution has gone beyond 
this original objective is shown by the fact that during the period 
from 1916 to 1944, only 6 per cent of the total land distributed 
was by way of restitution.2, In some respects, however the role 
of the villager’s family plot, or of the ejido (a particular type of 
rural community, or the lands vested in the inhabitants of the 
community), has not changed materially since 1910. Most 
ejidos are still operated on a subsistence basis, with the same 
ancient and inefficient techniques.’ In 1940, only 14.2 per cent 
of the ejidos were producing enough to cover the costs of the 
subsistence of their members;* as in the past, the ejidatarios 
must find a supplementary source of income by work in the 
mines or cities, as agricultural laborers, as renters or share- 
choppers, or by migration to the United States. 


The significance of these facts in connection with industriali- 
zation is obvious. In his chapter on “The Internal Market,” 
Dr. Mosk calls attention to the fact that 62 per cent of Mexico’s 
gainfully employed population is engaged in farming, and that 
most of this group offer a very small market for manufactured 
products. Since the outlook for expanding exports of manufac- 
tured goods is also limited, he feels “that there is a real danger 
that the purchasing power of Mexico’s agricultural population 
will be inadequate to support the industrial development now 
going on at such a lively pace.” (p. 222). This theme is repeated 
in the concluding chapter. The “vital economic question in 
Mexico today,” he says, is whether “the rate of industrial de- 


2 Nathan L. Whetten, Rural Mexico, University of Chicago Press, 1948, 
(xxv, 671, illustrated, map), p. 129. 

3 Ibid., p. 566. 

4 Ibid., p. 248. 
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velopment should be reduced substantially until the rest of the 
economy has sufficiently developed to support it.” (p. 311). 


Dr. Mosk takes it for granted that the industrial revolution 
will continue. He does not undertake to assess how much or what 
kind of industry is suited to Mexico at its present stage of de- 
velopment, although some discussion of this point would have 
been in order. Likewise, additional information on retail prices 
and quality of made-in-Mexico goods as compared with American 
and European merchandise would have been interesting. Under- 
standably, no real cost-of-production analysis was attempted. 
Dr. Mosk is primarily concerned with government policy. He 
doubts the wisdom of building new industries through forced 
savings, inflationary government financing, tax exemptions and 
high protection (including in some cases outright embargoes on 
importation, with attendant smuggling). Mexican officials and 
a large part of the intelligentsia justify this forced pace on the 
Keynesian grounds of “sparking” the motor. Once certain basic 
industries have been established, it is argued, and a nucleus of 
trained personnel and managers created, public savings and 
talents will be attracted in sufficient volume to keep the machine 
functioning. They admit that the consumer will have to grin 
and bear it for a while as a patriotic sacrifice. 


Dr. Mosk fears that the industrialization program will divert 
funds that might better be employed on irrigation, reclamation 
and agriculture. But large irrigation and reclamation projects 
are dubious commercial ventures in any country, and especially 
so under Mexican climatic and soil conditions. Mexico has not 
attempted to justify its program on purely economic grounds. 
Theoretically, considerably more might be spent on agriculture, 
but how and where? This is a tough problem, as the Mexican 
authorities know. With the cooperation of the Rockefeller 
Foundation, the Mexican Corn Commission has made a start 
toward introducing hybrid seed corn. In time, the work of the 
rural cultural missions, the agricultural colleges and the experi- 
ment stations will begin to show up, but the going is slow. 
Given the de facto situation created by the spread of the ejido 
system, the last two administrations had to choose one of two 
practicable alternatives: either to continue the Cardenas policy 
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of collectivization, or to strengthen the private sectors of the 
economy by giving greater security to private land holdings and 
stimulating industrial undertakings. Their choice of the latter 
road was possibly confirmed by the impact of the war and its 
attendant shortages, controls, and national defense psychology. 
The continuation of the ‘‘cold war’ has made it easier for inter- 
ested industrialists, not only in Mexico but elsewhere, to win 
official backing. The economic policies of most nations have 
been distorted by war or by war-time scarcities. As the world 
supply situation has improved, some relaxation of this psychology 
is evident. Without abandoning support to industry, some of 
the leading South and Middle American countries are giving 
more attention to the agricultural sectors of the economy. 


With the benefit of Dr. Mosk’s analysis before us, it will be of 
interest to compare his conclusion with the views of two other 
writers on Mexican problems, one a rural sociologist and the 
other a historian who has specialized in agrarian questions. Dr. 
Nathan L. Whetten, the sociologist, is primarily concerned with 
the discouraging panorama of rural society: the low yields of 
the ejidos, the continuing erosion and exhaustion of the land, 
and the problem created by the surplus rural population. Despite 
the diminutive size of ejidal holdings, many persons legally en- 
titled to land have not received it because it is not available in 
the heavily populated regions. Some additional farm land is 
being provided through irrigation and drainages, but most of 
this is taken up by the local population. Furthermore, the rural 
population is increasing rapidly. As the law prohibits the 
alienation or sub-division of ejido parcels, most of the younger 
generation must seek a living elsewhere. The further develop- 
ment of handicrafts offers a limited outlet, but returns are 
meager and this at best provides only a supplemental source of 
income. Dr. Whetten thus arrives at his conclusion that “indus- 
trialization appears to be the principal hope for economic develop- 
ment in the future.’’® 


Dr. Whetten apparently sees little hope for general improve- 
ment through the ejido system for “generations.” Unlike Dr. 


5 Op. cit., p. vii, also see p. 275. 
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Eyler N. Simpson in the 1930’s,° Dr. Whetten does not consider 
the ejido as Mexico’s only way out; there are alternatives, one 
of which is industrialization. 


It is more difficult to summarize the views of Dr. Frank Tan- 
nenbaum, our last witness. His latest book‘ is a general survey 
of the Mexican revolution, which includes some discussions of 
“The Conditions of Economic Progress” (chapters 11-13). Dr. 
Tannenbaum states that he is not opposed to industry “as a 
supplement to an agricultural economy,” but he makes it clear 
that he dislikes big industries that would serve “‘a national mar- 
ket” and that his heart is with the thousands of small villages, 
which he would like to preserve on a relatively self-sufficient 
basis, but endowed with all the benefits of modern science. It is 
difficult to analyze a philosophy or a way of life in strictly econo- 
mic terms but some comments may be apropos of our present 
discussion. 


Clearly the charm of the Mexican village is akin to that of 
primitive unlettered communities in other parts of the world, 
enhanced in this instance by the beauty of the Mexican land- 
scape. The “strength” which the villages exhibited during the 
Revolution is likewise not essentially different from that shown 
repeatedly by peasants in Europe, in Russia and in Asia—the 
strength of a primitive people with few wants and inured to 
hardship and privation. Doubtless the villagers will lose some 
of their picturesqueness and guilelessness when they learn to 
read and write, drive a motor car or tractor and master the 
secrets of hydroponics and hybrid corn. But there is no reason 
why the Mexican village, if it has the vitality Dr. Tannenbaum 
attributes to it, should be destroyed or its essential virtues 
alloyed as the result of a national market. 


This may be illustrated by the examples of Denmark and 
Switzerland, which Dr. Tannenbaum holds up as models for 
Mexico to follow. These are fine countries from which we can 


6 The Ejido: Mexico’s Way Out, Chapel Hill, The University of North 
Carolina Press, 1937. 


7 Mexico, The Struggle for Peace and Bread, Alfred A. Knopf, 1950, 
xii, 2938, map and index. 


an ff ._ sb 8a Ao 


rh 


a 


eo fo @ ~S re =~» 


er 
ne 


n- 
ey 


yr. 


ar 
ar- 
es, 
ont 
is 


ent 


of 
rid, 
nd- 
the 
ywn 
-the 
1 to 
ome 
1 to 
the 
4son 
aum 
tues 


and 
for 
can 


North 


1950, 


FARMS OR FACTORIES 41 


all learn, but they are hardly “parochial” in the sense Dr. 
Tannenbaum means. There are probably few countries in the 
world in which agriculture is so closely integrated with the na- 
tional and international markets as Denmark. Agriculture is 
not only highly commercialized, it is also highly mechanized 
on most farms, perhaps relatively to a greater degree than in 
the United States. Possibly Dr. Tannenbaum had the Danish 
cooperatives in mind. Possibly the Mexican village can learn 
something from them. But it should be kept in mind that the 
Danish cooperatives originated with, and are operated by, the 
farmers themselves, without financial or other aid from the 
government. Furthermore, they are hard-boiled, bourgeois in- 
stitutions with their eyes always on the market. Another inter- 
esting point is that Denmark and Switzerland are not primarily 
agricultural countries. In Denmark the number of persons en- 
gaged in industry exceeds those in agricultural, pastoral and 
fishing activities combined: in Switzerland, the industrial popu- 
lation is nearly twice as large as the agricultural. In the latter 
country, exports consist primarily of finished manufactures, 
especially those involving an advanced stage of manufacture, 
such as machinery, electrical equipment and precision instru- 
ments. Likewise in Denmark, engineering research is highly. 
advanced: the Danish diesel marine engine leads the world. 
Shipping and international trade are very important to Den- 
mark, which not only builds its own ships but exports them as 
well. In Switzerland, tourism and international banking are 
major activities. One hardly needs to add that both the human 
and geographic elements in Denmark and Switzerland are in 
sharp contrast to those in Mexico. 


There is reason to believe that Dr. Tannenbaum overstates 
the case for the self-sufficiency of the Mexican village and also its 
“cohesiveness.” Most of the Indians dress in machine-made 
manta, and among their limited possessions are a surprising num- 
ber of factory products: a large part of the rebozos, serapes and 
ponchos; religious articles like lithographs, scapularies, vela- 
dores, and possibly candles ; machetes, hoes, axes, needles, phono- 
graphs, sewing machines; glass beads, and sometimes cordage 
and cooking utensils. Aniline dyes are generally used in handi- 
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crafts; a large part of the masa is ground in electric mills; and 
the villagers provide most of the passengers on Mexican buses. 
Dr. Tannenbaum’s warning against the grandiose, and his em- 
phasis on “little things,” are timely, but how, in practice, can 
the villages pay for sanitation, water supply, medicines and 
other “essentials” unless there is a market in which they can 
sell their products? If the market remains purely “parochial,” 
it is not likely that there will be much improvement in present 
techniques or living standards. 


As regards the village cohesiveness, it is necessary to dis- 
tinguish between the adherence of all primitive peoples (and 
many more “advanced” ones as well) to certain traditional mores 
and beliefs, and voluntary cooperation in common economic 
enterprises. Dr. Whetten (pp. 204-214) and Dr. Simpson (pp. 
485-488) cast some doubt on the proposition that Mexican vil- 
lagers are congenitally easy to organize. In fact, Dr. Simpson 
bluntly calls this a “myth.” 


Dr. Tannenbaum is on sound ground in pointing out the 
danger of attempting to apply United States’ techniques and 
practices undiscriminatingly to Mexican conditions. However, 
as regards many Mexican villages, this influence is derived 
chiefly through the thousands of braceros who go annually to 
work in the United States. It may be doubted if all of the 
habits acquired in Gringoland are socially of a high order, but 
Dr. Manuel Gamio is authority for the statement that almost all 
of the returning braceros have become accustomed to better 
food, better clothes and better living conditions.® 


Life in a Mexican village undoubtedly has many compensa- 
tions and attractions, especially to privileged outsiders who have 
the means to come and go at will, but increasingly large numbers 
will be forced to leave unless ways can be found to feed the 
growing population. Some of the ejidos, with the help of gov- 
ernment credit, irrigation and improved techniques, or as the 
result of competent leadership developed by the community, have 
made substantial progress. But most of the enhanced agricul- 
tural output of the last decade or so has been achieved by inde- 


8 Quoted by Whetten, p. 270. 
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pendent operators or by settlements on newer and more produc- 
tive lands. This has been made possible in part by the heavy 
government investment in irrigation works. The enlarged mar- 
ket for foodstuffs and raw materials both at home and abroad 
has also been an important factor. The growth of suitable in- 
dustries can be of help directly in sustaining the progress of 
agriculture by providing a wider market at remunerative prices, 
and indirectly by offering an alternative source of employment 
and by presenting the challenge of new techniques and higher 
living standards to the routine-bound rural communities. Both 
the new industries and the new agriculture must meet the test 
of their ability to produce suitable articles at a reasonable cost, 
if the real standards of living are to be raised. 


The student of Mexican affairs will find much of interest in 
each of those volumes. Perhaps the prevailing note in each is 
disenchantment. Neither the ejido nor the factory has fulfilled 
the high hopes of their proponents. For one thing, Mexican 
and American economists alike have come to take a different 
view of Mexico’s natural endowment than was fashionable several 
decades ago. At times, perhaps, the reaction has carried some 
friendly observers over into excessive pessimism. The Mexican 
economy has astounding vitality, and new sources of wealth have . 
been discovered from time to time to confound the pessimists. 
In recent years the tourist dollar has plugged the gap left by 
declining mineral exports. ‘Doubtless experience will dictate the 
“way out” that is consonant with Mexican traditions and that 
will do justice to the creative forces in both rural and urban 
communities. 








_ Movil _Adorivitilvailtioa 
in ruguay 


By dames D. ttle 


In a social service state, government is an employer of a 
large number of its citizens engaged in a wide variety of activi- 
ties. In the social service state, therefore, the management of 
personnel is an important function. Uruguay is such a state. 
Although the smallest nation in South America, it has for four 
decades been a leader in social experimentation and reform. 
Under the leadership of first-rate thinkers and administrators— 
José Batlle y Orddéfiez, Baltasar Brum, Francisco Pintos — 
Uruguay has adopted such measures as public housing, socialized 
medicine, government ownership and operation of public utilities 
and many types of businesses, and an educational system com- 
pulsory through the elementary grades and free on all levels 
including graduate professional work. The successful operation 
of such a program demands a system of personnel management 
which can recruit and retain not only large numbers of em- 
ployees but also people of ability. 


In notable contrast to almost every other South American 
state, Uruguay has made considerable progress in meeting these 
demands. The prerequisite to the development of a career public 
service, as well as to the growth of state service activities, is 
stable government; this Uruguay achieved after the last great 
revolution, 1903-1905. Social services were begun during 
Batlle’s first administration (1903-1907) ; an awareness of the 
need for more adequate personnel management was immediately 
felt. Under succeeding administrations the scope of govern- 
mental functions widened. Concurrently, recognition of need for 


* Mr. Kitchen is Public Administration Analyst, Bureau of Governmental 
Research, University of California. 
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a better public service was progressively translated into law. 
This body of law was codified and strengthened by a general 
Statute of Functionaries in 1943.1 


It is the Statute of Functionaries and amendments which 
provide the framework for present personnel practices in Uru- 
guay. It established administrative machinery for recruitment, 
selection, classification, fixing of salaries and wages, promotion, 
grievance procedure, and disciplinary action. For most em- 
ployees, it sets hours of work, amount of leave and rules of ten- 
ure. In a general way the Act indicates the standards to be 
used in administering these activities. 


CHARACTERISTICS OF THE PUBLIC SERVICE 


As of February, 1947, there were 61,813 positions included 
in the national budget, accounting for over forty per cent of the 
national expenses in that year.2 Approximately one-half of 
these positions were within the classified service. The remaining 
group was composed of elected officials, teachers, police, military 
and naval personnel, and some ninety persons holding honorary 
or ex officio positions. 


Classified employees are found on all levels of government 
carrying out a multitude of activities: operating railroads, port 
facilities, savings banks, industrial plants and insurance com- 
panies; conducting research in finance, geology, medicine, and 
agriculture; and performing widespread public welfare func- 
tions. 


Development of governmental tasks has created opportunities 
in public service for men and women of almost every type of 
training. Public health needs doctors, nurses, laboratory tech- 
nicians and researchers, as well as porters, scrubwomen, and 
clerks; the Ministry of Public Instruction and Social Welfare, 
teachers of all kinds, librarians, archivists, architects, social 
workers, penologists, radio technicians, and announcers. Treas- 


1 Ley No. 10,338. 
2 Andlisis de los Cargos Vigentes en el Presupuesto General de Gastos, 
Ejercicio 1947, Ley de 14 de febrero de 1947, p. i. 
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ury employs accountants and bookkeepers; Public Works, en- 
gineers and construction workers. 


PERSONNEL AGENCIES 


In the Uruguayan system of civil service administration, the 
central agency is chiefly regarded as a service unit, offering pro- 
fessional assistance and guidance to the line departments which 
retain primary responsibility for personnel management. 


This agency, the Directorate of the Statute of Functionaries, 
formulates general policy within the framework of the statute, 
recommends changes to the President, and acts as a court of 
appeals on employee grievances.* Its authority extends to de- 
pendencies of all three branches of the national government and 
to municipalities, autonomous bodies, and decentralized services.* 


Central personnel files, the General Register of Functionaries, 
is maintained by the Office of the Comptroller-General. This 
Register was set up by a decree of the National Council of 
Administration in 1919. Stronger provisions for its operation 
were made by law no. 9461, January 1, 1935. 


Ministers of State have the responsibility of general supervi- 
sion of all employees in agencies under their jurisdiction. This 
authority is derived from the President, and is in turn delegated 
to the chiefs of the various bureaus and offices within each 
ministry, and by them to section or division heads. The task of 
internal regulation including personnel management is normally 
given to the principal assistant to the bureau chief. The actual 
selection of employees, granting of vacations, and institution of 
promotions and disciplinary measures is performed by division 
or section heads, with higher officials exercising power of review 
upon petition of the employee. 


3 The Directorate is a bi-partisan body of five members appointed by 
the President with the approval of the Senate. It is included within the 
Ministry of Interior for budget purposes. During the first year of its 
operation, 1944-1945, it employed only eight persons, and had a total 
budget of $24,480. Presupuesto General del Estado, Ejercicio 1944, p. 8-077. 


4 Exceptions are: persons in the diplomatic service, teachers, military 
and police, judges, and personnel of national banks and penal institutions. 
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Within each ministry, autonomous body, and decentralized 
service there is a Junta of Qualification, composed of high officials 
both active and retired, charged with the organization of a 
classification scheme and the establishment and maintenance of 
personal files for all functionaries within the service. In addi- 
tion, it acts as an advisory board to the minister or directors in 
all matters pertaining to interpretation of provisions of the 
Statute of Functionaries. Foreach of the five particular 
escalafones within the classification system, there is also a Junta 
with similar duties within its more limited jurisdiction.® 


There is a second agency within each ministry, autonomous 
body and decentralized service, the Tribunal of Proofs, Tests, 
and Examinations, which prepares examinations for entry and 
promotion. The Tribunal also decides whether such examina- 
tions shall be written, oral, or a combination of the two methods, 
and whether or not they shall be competitive. Although it acts 
independently, copies of examinations prepared and summaries 
of results attained by examinees are forwarded to the central 
Directorate. 

This division of functions allows officials within the individual 
departments to make the decisions on matters arising from day 
to day. As the number of employees in most ministries is 
small compared with those in the United States, this means that 
such decisions are likely to be based on an intimate knowledge 
of the peculiar problems created by the functions and personal 
characteristics of each office.® 


PERSONNEL FUNCTIONS 
Recruitment 
When measured against North American practices, recruitment 
techniques used in Uruguay seem inadequate. The only means 


5 An escalafén is “The grouping of functionaries of the State, Autono- 
mous Entities, and Decentralized Services, in accordance with similarity 
of function, and classification by duties, order of seniority, and order of 
merit.” Reglamento de la Ley No. 10,338, Articulo 12. 

6 The largest numbers of civilian personnel in 1948 in agencies under 
the jurisdiction of the Directorate were 7,588 in the Ministry of Public 
Health, and 5,494 in the Ministry of the Treasury. Only two other agencies 
employed more than 2,000 civilians. Resumen General de Cargos, 1948. 
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of publicizing openings for technical posts is announcement in 
the Diario Oficial and the public press. For clerical and admin- 
istrative positions, no announcement of openings is made, and 
filling of vacancies is left to voluntary applications of a formal 
nature, showing training and experience. Positions of general 
labor, watchman, and custodial worker, are filled through the 
Bolsas de Trabajo, or labor exchanges, which operate as employ- 
ment offices for laborers in both private industry and govern- 
ment. 


Usual lower and upper limits for entry into the public service 
are 18 and 25 years of age. The lower limit is based upon the 
age of registration in the Civic Register while the upper is de- 
termined by the philosophy of the career service. There are 
exceptions to both upper and lower limits. Certain posts, such 
as messengers and apprentices are usually given to persons be- 
low the age of eighteen, while the upper limit does not apply to 
re-entrants into the service, nor to those persons applying for 
positions of general labor, watchman and custodial work. 
Selection and Appointment 


Except for labor and custodial positions, for which only phy- 
sical examinations are required, some type of additional exami- 
nation is employed. These may be written or oral, competitive 
or qualifying, thus giving each department Tribunal of Proofs, 
Tests, and Examinations opportunity to adapt its testing proce- 
dures to meet the particular needs of individual posts. Both 
qualifying and competitive examinations include questions test- 
ing the candidate’s general knowledge of the structure of the 
national government, the functions of the particular department 
in which he is seeking a job, and, if a particular skill such as 
mathematics is involved in the department’s activities, his facility 
in handling such problems. In addition, those for technical posts 
such as engineering, medicine, and architecture, are designed to 
the applicant’s specific training in these particular fields. Oral 
interviews are widely used in conjunction with the written exami- 
nations, and are usually conducted by the Tribunals which keep 
a record of questions and answers. 


Actual appointments from eligible lists may be made only 
during January and July of each year, except for technical posi- 
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tions where urgent need is recognized by the Council of Ministers. 
While candidates are ranked according to their achievement on 
examinations, there is apparently no process of certification re- 
quiring that those making the highest grades be appointed first, 
and applicants who have passed on examination may be chosen 
in any order regardless of their numerical rank. The legal re- 
sponsibility for appointment and removal of personnel falls on 
the ministers of state and on the directors of the autonomous 
entities and decentralized services. This is usually delegated to 
those officials known as middle management, which means that 
the appointments are made by chiefs of bureaus, offices, and 
divisions. 

The new appointee is on a probationary basis for a period of 
six months. At the end of this period, his immediate chief re- 
ports to the head of the agency regarding the probationer’s dem- 
onstrated ability and aptitude, and his record of attendance and 
punctuality. If this information is favorable to the employee, 
a request for his permanent appointment is made to the appro- 
priate minister or to the directory if it is an autonomous body; 
if unfavorable, permission is asked to discharge him. In com- 
mon with other probationary systems, the case of removal of un- 
satisfactory employees varies with the attitude and sympathy 
of each official involved, from the immediate superior who makes 
the original appraisal to the minister who makes the final 
decision. 


Promotion 

A promotion policy in a career service demands some balance 
between seniority and merit, in order to be fair both to older men 
with long experience in practical administration and to younger 
men of outstanding ability. Such a balance is sought in Uruguay 
through two means: (1) promotion on the basis of “qualified 
seniority” in at least fifty per cent of all cases, and (2) adminis- 
trative discretion in advancing junior employees of merit in the 
remaining instances. 


Seniority is computed by a system of points granted for length 
of service, while additional “merit” credits are given for pub- 
lished scientific writings and for work which exceeds the normal 
requirements of the post. The person with the highest score 
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must pass a qualifying examination, usually non-competitive, 
before he can be promoted. 

The second method of making promotions is through direct 
designation, without regard to seniority and without examina- 
tion of any kind, but on the basis of demonstrated ability. Up 
to fifty per cent of the promotions may, by law, be made in this 
way. However, notice of intention to use this method, together 
with reasons in each case, must be issued at least thirty days 
prior to the date of promotion. 

This dual system of seniority and merit has been evolved in 
an attempt to maintain a proper balance between the claims of 
each, while at the same time the best possible persons are ad- 
vanced to positions of responsibility. Although it has not pro- 
duced the perfect answer, it is an indication of an awareness of 
the problem, and represents an advance over the usual South 
American practice. 


Classification 


Only in recent years has Uruguay adopted a classification plan 
containing features of the standard American practice. The 
first major step was taken by provisions of the Budget Act of 
1935 which outlined a limited classification scheme based on 
salary.?. Under this law, which covered all civil employees of 
the central government, municipalities, decentralized services, 
and autonomous bodies, there was set up a system of twenty pay 
grades, grouped into four regular and two extra categories. 
The regular categories correspond to general levels of respon- 
sibility, while the extra categories provide opportunity for such 
positions as apprentices in various crafts at the bottom of the 
pay scale, and for a limited number of positions of special respon- 
sibility and confidence at the top of the scale. 

Positions found in Category I are those of directors of agencies 
comparable to bureaus in the United States, such as the customs 
service, bureau of internal revenue, and bureau of the census. 
Category II includes the positions of principal assistants to those 
directors and to ministers of state in the central office, as well as 
chiefs of divisions and sections within bureaus. In Category III 


7 Ley de Ordenamiento Financiero, 31 December 1935, Articles 90-98. 
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are positions of “journeymen,” such as chief clerks, principal 
accountants, economists and engineers; while Category IV is 
composed of the entrance positions such as junior clerks, typists, 
and bookkeepers. 


When the Statute of Functionaries was enacted in 1943 it re- 
tained the pay categories and grades adopted in the 1935 law. 
In addition, the Directorate of the State established a classifica- 
tion plan for each ministry or similar unit, with each plan divided 
into five functional groups analogous to the United States’ sys- 
tem of services. These groups are (1) administrative, covering 
positions of general administration below the rank of bureau and 
division heads; (2) technical, including doctors, engineers, archi- 
tects, and other persons with professional training; (3) service 
and custodial, taking in positions of doormen, janitors, chauf- 
feurs, watchmen, laborers, and craftsmen; (4) directive and sub- 
directive, limited to heads of agencies, bureaus, and divisions, 
and their principal assistants when the size of the unit warrants 
such a position; and (5) investigative and inspectional, com- 
prised of such positions as auditors, and customs, highway, rail- 
road, and postal inspectors. 


Positions in these functional groups are distributed throughout 
the pay categories and grades. Directors and sub-directors are 
found entirely within grades 15-17 of Category I, while custodial 
and service posts are predominately within Category IV, grades 
1-6. Positions in the remaining three groups are found in 
Categories I through III. 

Actual placing of personnel within a specific category and 
grade was done by the Junta of Qualification of each ministry, 
autonomous body, and decentralized service, and was accom- 
plished by placing within a grade all persons who received salar- 
ies within the limits of that grade. 

No provision was made for reclassification of positions due to 
change in functions performed. Since the original classification 
was on the basis of compensation received rather than on a care- 
ful analysis of tasks performed, such reclassification would not 
be expected. New positions are created by legislative action, 
and are placed in specific grades by the law which authorizes 
them to be filled. 
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The Uruguayan classification plan shows a lack of individual 
job analysis. Although there is a grouping of generally similar 
positions in the five classes of services, primarily for purposes of 
promotion, this is not the real basis of the plan. Grades are 
first established according to upper and lower limits of pay, 
and positions then placed in their relative order on the basis of 
“nay or emoluments inherent in the post” rather than according 
to job specifications.® 


Compensation 

Since the early years of the present century, the national 
government has met its salary obligations on a regular basis. 
The level of pay, still low for beginning positions, has steadily 
moved forward, and has been accompanied by liberal extension 
of retirement benefits. The law of December 29, 1944, estab- 
lished a minimum salary of $50 per month for entrance positions 
in Grade I. Under pressure of rising living costs this figure 
was raised to $75, and an additional increase of thirty dollars 
per month was granted all employees in 1948.9 However, almost 
eighty per cent of the persons in the public service receive less 
than $200 per month, while only approximately one per cent are 
in Category I, with earnings from $435 to $555 monthly. 


WORKING CONDITIONS 

Hours and Leave 

In part, the relatively low level of pay may be explained by 
the short hours of work. Public employees, except for those 
engaged in such services as railways and electric power systems, 
work only five hours per day. During the winter, hours are 
generally from 1:30 until 6:30, and during the summer, from 
7:30 until 12:30. This means that employees may and do en- 
gage in occupations unrelated to their official duties during the 
remainder of the day, and it also means that large numbers of 


‘Statute of Functionaries, Article 10. 


*Ley de 17 de junio, 1948. In addition, a system of family allowances 
was adopted for employees in the lower pay grades, with monthly pay- 
ments of $15 to married employees earning less than $125, and $10 to 
those earning between $125 and $200. The Uruguayan dollar is currently 
worth approximately $0.32 U. S. 
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university students are able to fill lower positions while com- 
pleting their studies. 


All regular employees with one year’s service are by law 
granted annual paid vacations of twenty working days.'° In 
addition to this regular leave, student employees are allowed ten 
days paid leave in order to take final examinations. Leaves with 
pay are also granted in cases of sickness, marriage, or the death 
of relatives. Maternity leaves normally extend over a period of 
thirty days before and after childbirth. Leaves without pay may 
be granted for periods up to one year. 


Tenure 

Once the public servant has achieved a permanent position at 
the end of his probation period, he may be removed only by the 
President or by a minister acting in his name, and then only 
for “inefficiency and offenses of omission or commission, with 
the approval of the Senate in all cases, or in its recess, with that 
of the permanent committee, passing the proceedings to a court 
of justice.” 


Pensions 

Some type of systematic program of pension benefits for pub- 
lic servants has been in existence in Uruguay since 1904 when a 
plan was adopted for employees of the central administration.” 
It provided for payments on a graduated scale to employees 
with ten years’ service who became physically or mentally in- 
capacitated, for those whose positions were abolished, and for 
those retired after thirty years of service or upon reaching the 
age of seventy. A similar program was set up for employees of 
the autonomous bodies and decentralized services in 1919.1* Dur- 
ing the 1920’s benefits were extended to employees of a wide 
variety of agencies, including permanent staff members of such 


10 Ley de 12 de julio, 1919. 

11 Constitution, Article 157. The permanent committee, composed of four 
senators and seven representatives chosen annually by their respective 
chambers, exercises parliamentary authority other than the passage of 
legislation when the General Assembly is not in session. 

12 Ley de 14 de octubre, 1904. 

13 Ley de 6 de octubre, 1919. 
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semi-public groups as the Rural Association, Chambers of Com- 
merce, newspapers, and political parties. 


Financial support for these pension systems came from gov- 
ernment and employees, with private employers contributing in 
those instances where the law covered their businesses. The 
government paid a fixed sum each month, and also assigned to 
the fund all revenues from stamps required to be affixed to legal 
documents. Employees paid one day’s salary per month, plus 
the difference in one month’s pay in the event of promotion. In 
private businesses, covered, employers paid a two per cent tax 
upon their monthly payrolls. 


Because of badly underestimated demands for payments, due 
largely to the unemployment insurance aspect of the plan, in- 
come was increasingly inadequate. When President Terra assumed 
dictatorial powers in 1933 he instituted a program of economy 
by placing all pension schemes under the administration of a 
central Institute of Pensions and Benefits within the Ministry 
of Labor and Social Welfare. Number of claims and size of 
payments were sharply reduced by several measures, and the 
whole program put on a sound actuarial basis. 


This administrative plan remained in effect until January, 
1949, when the Institute was replaced by three independent 
councils, each administered by a five-member directorate ap- 
pointed by the President. These are the Council for Civil Pen- 
sons and Benefits, the Council for School Personnel, and the 
Council for Public Services and Related Enterprises. 


Employee Relations 

Public functionaries have the right to petition for reconsidera- 
tion of all administrative decisions which they consider contrary 
to the rights guaranteed them by the Statute of Functionaries. 
If such reconsideration does not bring satisfaction, there is open 
to them the entire hierarchy of appeal procedure leading to the 
President. The only exception to this is the provision that reso- 
lutions issued by the President or a minister of state are subject 
only to reconsideration and not to formal appeal. Since most 


14 Decreto de 26 de Diciembre, 1933. 
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administrative rulings to which an employee might object do 
emanate from the President or a specific minister, much of the 
appeal procedure has little value for the ordinary employee. 
Likewise, the provision that an employee wishing to file a griev- 
ance must turn in a written petition to the minister of the de- 
partment, or to the highest administrative officer of the agency, 
greatly limits the value of the procedure to the employee in the 
lower positions. 


Although the Constitution states that “the law shall promote 
the organization of labor unions, granting to them tax exemp- 
tions and legal personality,” and likewise declares that the strike 
is a union right,'5 these provisions are not applicable to the 
public service. There are Associations of Employees of the Gov- 
ernment, authorized by law, but they do not function as collective 
bargaining agents for employees. Indeed, Article 26 of the 
Statute of Functionaries declares that: 


The guarantees offered and the rights accorded the func- 
tionaries by the present Statute, shall cease in the event of 
the collective abandonment of the service, in which case the 
competent administrative authority shall declare the aban- 
doned posts to be vacant. 

Moreover, the Penal code terms strikes of the public em- 
ployees as “crimes against the public service,” and “violation of 
the duties pertaining to public office,” and fixes punishment for 
such actions. Therefore, the chief purpose of these associa- 
tions of government employees is apparently the provision of 
social and recreational activities for their members. 


AN EVALUATION 


The Uruguayan personnel system is relatively new and there- 
fore is not as fully developed as older systems in England, 
France, or the United States. When compared with these older 
programs, or with a good theoretical plan, a number of defects 
are apparent. Chief among these are absence of active recruit- 
ment, lack of pre-entry and in-service training, insufficient job 


15 Article 56. 
16 Title Iv, Chapter II. 
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analysis as the basis of the classification system, over-elaborate 
tenure safeguards, and low pay. 


There is an absence of formal academic training in the various 
aspects of administration prior to entry to the public service. 
Emphasis is placed on broad cultural training rather than upon 
specific technical skills, and the administrator is presumed to be 
able to acquire professional skill through the practice of his art. 
Within the service itself, no training programs are offered 
except in the crafts where regular apprenticeships are served. 


This lack, together with the difficulty of introducing new per- 
sonnel into “middle management” due to elaborate promotional 
safeguards, constitutes in the author’s opinion the most serious 
criticism of Uruguayan personnel management. 


Good features of the system include short working hours, 
adequate accident compensation and retirement plans, generous 
vacation and leave privileges, and career opportunities. Politi- 
cal qualifications for entering the public service are difficult to 
determine, but seem to be much less important than in most other 
Latin American states. There is apparently no central political 
personality whose approval is necessary in order for appoint- 
ments to be made. Since there is not a great deal of pressure for 
appointments to the lower positions, it is not too difficult to main- 
tain non-partisan standards there. Most higher posts are filled 
by promotion from within the service, and although in the words 
of an Uruguayan official, “a recommendation of a political nature 
is important,” such recommendation must usually be accom- 
panied by experience and ability. Employees are not permitted 
to participate in political activities during working hours but 
no restrictions are placed on their off-duty political life. 


All these comments must be viewed against the background 
of a society whose norms and standards are substantially differ- 
ent from those in the United States. The Spanish tradition of 
respect for the government official, coupled with a realistic atti- 
tude toward the necessity for making a living, has resulted in 
lower standards for the beginning grades of public servants than 
has been expected in Anglo-Saxon nations. Rank and file per- 
sonnel in Uruguay do not receive enough pay, nor are there 
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sufficient opportunities for advancement, but their morale and 
consequently their honesty and performance is generally con- 
ceded to be higher than that found in other Latin American 
nations. 


Despite variations from what is usually considered good per- 
sonnel management, the Uruguayan system is meeting its pri- 
mary responsibility: securing and retaining not only sufficient 
numbers of personnel, but also sufficiently capable personnel to 
enable the government to carry on its widespread activities 
effectively. Capable young men and women, predominately of 
the middle class, are attracted to it by the promise of chal- 
lenging work in the administration of Uruguay’s social legis- 
lation and by the reward of profesional and public recognition. 


r- 


nt 
to 
aS 
of 
J- 


iin ieaiinn oud the 
. ee Fe wlsltun 


By Elgin Wlams* 


I am asked to talk on “Problems of Teaching and Research in 
Latin American Economics.” These problems are many and 
diverse. But in my opinion there is one central and crucial prob- 
lem in both fields, and this is the lack of any general theory of 
what is going on in Latin America. Without such a general 
theory to serve as an organizing principle our courses tend to 
become merely descriptive and our research reports merely 
empirical narrative. More and more facts are accumulated and 
discussed, but neither we nor our students nor the public at 
large can be sure of the meaning of the facts, of their relation 
one to the other, or of the way in which any given economic 
event fits into the “over-all picture.” Moreover, this situation 
feeds on itself; not knowing where we are, we do not know what 
further questions to ask, and so add further mountains of data 
collected almost at random to the already forbidding stockpile. 


What sort of general theory do we need? It is my impres- 
sion that most workers in the field will agree when I say that 
the need is for a theory of economic change, “of an unfolding 
economic process,’ ! even, perhaps, a theory of economic prog- 


* Mr. Williams is Assistant Professor of Economics at Reed College. 
This paper was given at the session of the Temporary Committee on Latin 
America at the national convention of the American Economic Association 
in New York City, December 29, 1949. The author wishes to thank Profes- 
sors Reginald Arragon, Richard Jones, and Stanley Moore for their sug- 
gestions. 

1§. A. Mosk, “Latin-American Economics: The Field and Its Problems,” 
Inter-American Economic Affairs, Vol. III, no 2 (Autumn 1949) p. 60. Cf. 
Miron Burgin, “Research in Latin American Economics and Economic His- 
tory,” ibid., Vol. I, no. 3 (December 1947) esp. pp. 10-7. 


59 








60 INTER-AMERICAN ECONOMIC AFFAIRS 


ress. There is no such theory at hand in the body of economics 
proper for Latin American specialists to apply in their field, so 
far as I know. They are going to have to develop their own as they 
wrestle with the raw data, for the simple reason that most of 
our economic theory is concerned with quantitative change 
within one specific economic system, the system of free enter- 
prise or capitalism, while in Latin America the investigator must 
deal with qualitative change in which the very “framework” or 
the very economic system itself is being altered beyond recogni- 
tion. 

The problem of Latin American economics today is, as I see it, 
to identify the source or agent of this change, to determine its 
pattern and mechanisms, and, because America is very much in- 
volved with the rest of the world, to relate these developments to 
equally revolutionary developments underway in other societies. 
To put this another way, our crucial problem is to identify the 
dynamic factor in the transformation now going on in Latin 
America as part of a much larger transformation which is 
world-wide. 

In my opinion the dynamic element is what we variously call 
“the machine,” “modern technology,” “the industrial revolution.” 
All Latin American specialists in some sense “recognize” this 
dynamic element although none that I know of has gone from 
this recognition to the formulation of a general theory of Latin 
American economics in which industrial revolution is the central 
concept. The kernel of a general theory, however, can be found 
in many places, for instance in the following sentences from a 
recent book by Professor J. Fred Rippy of the University of 
Chicago: 


... science and technology [he writes] ... largely deter- 
mine the rise and fall of groups and nations. Powerful 
agencies of social transformation, they are the very essence 
of social dynamics. They are so important, so basic, that 
their control, and the distribution of the benefits they 
create, pose a fundamental problem of our age. The im- 
pact of foreign . .. science and technology upon Latin 
America is a major episode in modern history which no 
one who aspires to understand .. . world events can afford 
to ignore.” 


2 Latin America and the Industrial Age (New York, 1944) p. viii. 
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If I read Professor Rippy correctly he is saying at least these 
two things: 

First, to understand Latin America we must understand both 
what is happening there and what is happening in the rest of 
the world, because these latter developments “impact” upon 
Latin America. 


Second, the same thing is happening all over the world, Latin 
America included. This is “social transformation, the rise and 
fall of groups and nations.” Moreover one thing is at the root 
of all this change, in Latin America as elsewhere: what might 
be called the “permanent revolution” of science and technology. 

Let me sketch briefly, in terms of “technological determinism,” 
the developments in the Western world which, it seems to me, 
Latin American economists need to understand if they are to 
understand Latin America. The first point to be made is that 
the economic system we now have in the United States, and had 
until recently in Western Europe, which is the source of the 
present social transformation of Latin America, is itself the 
result of an earlier transformation. Beginning at least as early 
as the fifteenth century, technical revolutions in agriculture, 
navigation, printing, and, finally, manufacturing and power pro- 
duction (it is these latter which are usually referred to as “the” 
industrial revolution) tore the system of feudalism assunder. 
The end result was the society we call “capitalism.” (We can, 
incidentally, see a similar breakdown of feudalism going on 
under our very eyes in Latin America today.) 


This capitalistic society is different from feudal society but 
not wholly different. In particular it is still characterized by 
very marked social inequality, or, as economists would put it, 
grossly unequal income distribution. For, although the typical 
form of property has changed from land to factories, private 
property remains in capitalism as under feudalism, together 
with, even after the enlightenment and a series of political revo- 
lutions have done their work, the division of the community into 
a small propertied and a large propertyless group. As a result 
the following further developments occur: 

1. Because the new technology is very productive, output con- 
tinually tends to outrun the limited consumptive capacity of the 
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capitalistic societies, and the result is periodic “over-production,” 
depression and unemployment. I need not dwell on the supreme 
importance of these depressions in Europe and the United States 
for the countries of Latin America, nor on the resulting “balance- 
of-payments” problems to which economists have devoted so 
much attention. The point here is that these depressions which 
impact on Latin America have been brought about by the same 
technical developments which have brought Latin America into 
contact with the industrial countries in the first place. They 
are symptomatic of the social transformation technology is caus- 
ing and they also contribute to it. 

2. Because they are faced with a perennial tendency to over- 
production the quasi-feudal or capitalistic countries seek outlets 
abroad for their surplus manufactures and surplus funds— 
both surpluses being due to the inequality of income; in Keyne- 
sian terms, the high propensity to save being the obverse of the 
low propensity to consume. The resulting “overseas invest- 
ment” and “forcing sales on foreign markets” ? amounts as far 
as the Latin American countries are concerned to an “invasion” 
in which they become colonies, actually or in effect, of the indus- 
trial-imperialist nations. The “export of capital” by the indus- 
trialized countries amounts also to an importation of the 
industrial revolution by agarian regions such as Latin America. 
Slowly, despite the innumerable obstacles furnished by their 
feudal institutions and habits of thought, these countries become 
industrialized, although this process is periodically interrupted 
by the depressions already mentioned. Thus there is a tendency 
for the “export of capital” to boomerang, as the colonial coun- 
tries which have provided welcome markets for the older indus- 
trial nations become built up, establish tariff barriers, and go 
into competition with their erstwhile benefactors. The Latin 
American countries, although they have accomplished wonders 
in the field of debt default, have not yet pulled this trick on the 
United States, but it surely is as inevitable as was the invasion 
of Great Britain’s markets by the United States, Germany and 
Japan as soon as they had assimilated so-called “British” tech- 


3 J. M. Keynes, The General Theory of Employment Interest and Money 
(New York, 1936) p. 382-3. 
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nology. The domestic balance of power also changes with in- 
dustrialization, and the replacement of the landed by the com- 
mercial and industrial interest in Latin America is just as in- 
evitable, although equally slow and subject to interruptions, as 
the larger shift. 


3. In this process of rise and fall of groups and nations, major 
wars occur, for at least two reasons. In the first place, nations 
which acquire advanced technology acquire in so doing increased 
military strength, and are likely to use it both in the age-old 
cause of empire building and for the new and very pressing 
purpose of acquiring colonial markets for their excess produc- 
tion. Such imperial struggles have of course affected Latin 
America directly and indirectly throughout her history. I will 
just add that war, so far from solving any problems, adds to the 
difficulty capitalist nations face in disposing of the product of 
the industrial revolution, since despite the wartime demolition 
of productive capacity in some areas the net effect of war’s 
pump-priming is to increase productive capacity, thus increas- 
ing the problem of disposing of the output of this capacity 
when the sellers’ markets of the war period evaporate with the 
signing of peace. 


The second source of war is depression. In countries but 
lately “modernized” and therefore with little experience of par- 
liamentary government, depression is all too likely to be accom- 
panied by a relapse into rampant nationalism. I think there is 
general agreement that the depression following 1929 allowed 
Hitler to come into power in Germany in the midst of mass 
unemployment and social chaos. The robber barons who take 
command in such situations are quick to plunge the world into 
war, and moreover war more terrible than inflicted by any of 
their predecessors because now conducted with tanks and bomb- 


4The nineteenth was the North American, the twentieth the South 
American Century: Joao Pandia Calogeras, A History of Brazil (trans. 
and ed. by P. A. Martin, Chapel Hill, 1939) p. 336. One minor result of 
Latin American industrialization may well be the obsolescence of the 
theory of comparative advantage, while those free trade theorists who have 
thought Latin America geographically suited to agriculture will become, 
one suspects, technologically unemployed. 
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ing planes instead of longbows and catapults. But again, for 
those areas not battlegrounds, the effect of war is to accelerate 
industrialization, as was obvious in the case of Latin America 
during the Second World War. 


4. Accompanying industrial development is the growth of the 
scientific attitude and the habits of critical skepticism. The 
result is that at the very same time the institutions of capital- 
ism in conjunction with modern technology are leading to de- 
pression, totalitarianism and war, these institutions are coming 
in for increasing analysis, attack and reform. The labor move- 
ment, Marxism, proposals for income redistribution such as 
Keynesianism—to take but three examples—are as much pro- 
ducts of the industrial revolution as are over-production and 
capital export. Moreover these reform movements are not con- 
fined to the industrial countries but are exported along with 
the other products of modern technology to the backward or 
colonial areas, where they add to the general ferment. 


One of the first things one notices when one begins to study 
Latin America is the importance there especially of communist 
agitation, as indeed is the case all over the world. The point 
here is this: Latin American communism has been brought there 
by the industrial revolution—often in the very concrete form of 
immigrants, such as those who fled Europe after the revolu- 
tions of 1848 and 1933. 


Communism, in other words, has come to Latin America by 
precisely the same route as have depressions, economic rela- 
tionships with the rest of the world, participation in war pros- 
perities, and the technical basis for new totalitarianisms of the 
same magnitude and horror, if we are not careful, as first Hitler 
and now Stalin have presented to the world. In time such 
ideological importations may accomplish in Latin America the 
same kinds of democratic reform we have witnessed (and con- 
tinue to witness) in the United States. But in the short-run they 
are extremely dangerous, especially if the countries to the south 
fetch up with the explosive combination of a high-speed tech- 
nology, a depression, and withal a population still inclined to 
call in a leader when confronted with social chaos. In Latin 
America fuehrers are called caudillos, and observers of such 


for 
rate 
rica 


' the 
The 
ital- 
. de- 
ning 
\ove- 
1 as 
pro- 
and 
con- 
with 
d or 


tudy 
inist 
point 
here 
m of 
volu- 


a by 
rela- 
pros- 
f the 
litler 
such 
1 the 
con- 
they 
south 
tech- 
2d to 
Latin 
such 


THE INDUSTRIAL REVOLUTION 65 


diverse caudillismo as Peruvian “communism” and Argentine 
“nationalism” are unable to tell them apart at close range—as 
indeed we should expect from the family resemblance of fascists 
and communists in the larger world. 


This brief recital of developments in the larger world which 
have to be kept in mind as we study Latin America has focussed, 
I hope understandably, on the failure of our civilization and 
economic system rather than its successes. It is therefore im- 
portant for me to say that, in perspective, thsee developments, 
painful as they are, appear nevertheless as the growing pains 
of a new world society. To understand social breakdown and 
and conflict as part of the permanent industrial revolution we 
should always remember the words of the great Latin Ameri- 
can scholar Hubert Howe Bancroft: 


The most encouraging phase of progress [he wrote sixty 
years ago] since medieval times has been the elevation of 
the masses, to which the invention of gunpowder, compass, 
and printing-press gave the great impulse. This ameliora- 
tion is constantly augumenting under the daily additions to 
ideas, methods, and machinery for cheapening food, in- 
creasing comforts, and spreading enlightenment. The 
transformation has been especially marked during the last 
half century and to the suddenness of the change, beyond 
all expectations, and in advance of knowledge wherewith to 
frame restrictive laws, must be ascribed ... attendant 
evils. . . . The greater the present excess, however, the 
quicker will come the surfeit, and the swifter the scattering 
and the deliverance.5 


I think the lines along which Latin American economic re- 
search and teaching should move, if this general theory is correct, 
should now be clear. What will happen in Latin America in the 
future as in the past will depend on the speed of the social 
transformation in the industrialized democratic countries, above 
all in the United States; in the industrialized non-democratic 


countries, above all in Soviet Russia; and in Latin America 
itself. 


What we want to know is how this social transformation pro-' 
ceeds, what determines its rate, and in particular what is the 


5 Works, Vol. XXXVIII (San Francisco, 1890) p. 451. Italics added. 
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connection between the pattern of change in one part of the 
world and that in the rest of the world. What will be the effect, 
for instance, of the change-over to the welfare state in the 
United States on the Latin American social revolution? Of 
Point Four—the Marshall Plan for Latin America? Of the Cold 
War? Of even a brief depression in the Atlantic Pact nations? 
Of the attempts now being made by F.A.O. and other reform 
groups to replace capitalistic international trade, at least in agri- 
cultural products, with some kind of planning? Of the rise of 
the United States to world supremacy as the present seat of 
the Industrial Revolution, taking Great Britain’s place as the 
workshop of the world? Of Latin America industrialization on 
the United States’ already acute problem of over production, and 
the counter-impact on Latin America? Of the attempts of Latin 
American dictators to import the industrial revolution without 
gettings its corollaries, the labor movement and the critical 
spirit? In asking these questions I am not calling for predictions 
but trying to indicate areas of study. 


Research initiated along these lines would, it seems to me, be 
entitled to be called a research program, since all the different 
participants would in their diverse investigations nevertheless 
attack one and the same event—the impact of the industrial 
revolution on Latin America, directly and, through its impact 
on the other countries of the world, indirectly—in different as- 
pects. To quote Professor Rippy again: “What is clearly needed 
is a research committee, perhaps several, composed of specialists 
both from Latin America and from the United States, a group of 
experts adequately financed and equipped to investigate every 
significant phase of the subject in time to illuminate and in- 
fluence the present and the immediate future.” ® I would add 
that, whether working on committees or not, it should be possible 
for all Latin American economists to orient their private investi- 
gations so as to yield results useful for understanding the larger 
process. All that is necessary is for them to pursue their present 
studies in international trade, foreign investment, central bank- 
ing, labor movements, class realignments, and so on, from the 


6 Rippy, op. cit. 
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angle of the role of these events in the larger industrial and 
social revolution, instead of from, as is the case now, some 
smaller angle or perhaps none at all. To put this another way, 
“short-run” or ‘static’ problems should be treated in their “long- 
run” or “dynamic” context. The results should be, I should say, 
not only more rewarding theoretically but immensely more prac- 
tical than at present; if up till now revolutionary change, “sud- 
den... beyond all expectations,” has always been “in advance 
of knowledge wherewith to frame restrictive laws,” this need not, 
and with full participation of Latin American economists, will 
not forever be the case. 


Incidentally, I know of no better place for students to acquire 
the critical attitude usually regarded as the essence of education 
than in Latin American courses which treat these far-reaching 
changes in economic ideology and institutions. In such courses 
students will be forced, as today the whole world is being forced, 
to examine the oldest and most cherished economic rights and 
customs in terms of their contribution to or frustration of pro- 
duction, “casting aside,” as a Colombian statesman has put it, 
“with firm resolution everything which departs from the coun- 
sels of technology.” 7 


I have also been asked to make suggestions about the possible 
cooperation of workers from other disciplines with Latin Amer- 
ican economists in such an over-all program as is here suggested. 
I think that in both teaching and research the participation of 
Latin American specialists in at least the fields of history, an- 
thropology, political science, and perhaps social psychology—if 
there are any!—is well-nigh indispensable. Of history little 
needs to be said as the approach spoken for here is of its very 
nature historical. As for the anthropologists, they have a great 
store of knowledge on the way primitive peoples are acted upon 
by and react to imperialist-industrialist invasion, knowledge of 
which Latin American economists stand in sore need since the 
population of Latin America is so largely still that of a “folk 
society.” The political scientists are implicated because so much 


7 Olaya Herrera, quoted in Jesus Maria Henao and Gerardo Arrubla, 
History of Columbia (trans. and ed. J. F. Rippy, Chapel Hill, 1938) p. 
547. 
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of the change American capitalists—those unparalleled subver- 
sives!—are through their exports of know-how and machines 
inflicting on Latin America is political change. Finally, the 
industrial revolution in Latin America is changing the habits of 
thought there, and in turn is affected in its progress by the 
intellectual mechanisms it encounters, and for this reason econo- 
mists need all the help they can get from social psychologists. 
As Professor Eugene Staley has recently put it: “Bringing the 
Industrial Revolution [to undeveloped countries such as those 
of Latin America] is mainly a massive problem in human educa- 
tion and social adjustment. Capital and equipment are import- 
ant, but the limiting factor in their fruitful employment is likely 
to be the speed with which changes can take place “in the minds 
of men’.” & 


In conclusion let me give it as my opinion that the problems 
faced by Latin American economics today are also opportuni- 
ties. If it is too empirical and descriptive, economics at large is 
too unrealistic and abstract. “Our neighbors to the south,” as 
Professor Virgil Salera has put it, “live mainly in a world of 
economic depression or global war, two circumstances for which 
little or no allowance is made in formal discussions of the gains 
from international specialization.” ® 


In grappling with their data, attempting to reduce them to 
order—inevitably, it seems to me, along the lines of technological 
determinism—Latin American economists may perhaps be lay- 


8 Eugene Staley, in Ameican Economic Review, Vol. XXXVII, no. 5 
(December, 1947) p. 962. Compare Bernard Mishkin, “Good Neighbors— 
Fact and Fancy,” Nation, Vol. 169, no. 22 (Nov. 26, 1949) pp. 510-15; 
where he speaks of “an anachronistic social condition” characterized by 
“feudal mentality, poverty, malnutrition, disease, mendicancy, ignorance, 
illiteracy, alcoholism, and acute dispair,” and suggests that the only thing 
which will change all this is a “production revolution.” 


9 American Economic Review, Vol. XXVI, no. 1 (March, 1946) p. 159. 
Cf. Javier Marquez: “The Latin American countries have had a bitter expe- 
rience of the free trade automatic equilibrium in the balance of payments, 
and prefer a good disequilibrium ... to a bad equilibrium.”—“Notes on 
Balance of Payments Problems in Relation to Economic Development in 
Latin America,” Inter-American Economic Affairs, Vol. 1, no. 2 (Sep- 
tember, 1947) p. 110. 
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ing the groundwork for a new economic theory. This would be 
a true social dynamic accounting for such major realities of 
modern times as war and the growth of totalitarianism (and, 
on the bright side, the industrialization and democratization of 
backward areas)—which are ignored by present theorists, mar- 
ginalist and Keynesian alike. In my opinion they will also be 
making a positive contribution to the greatest social transforma- 
tion the world has ever known: the “completion of the Industrial 
Revolution.” 1° 


10 The term is from Mordecai Ezekiel, ed., Towards World Prosperity 
(New York, 1947) p. 19. Cf. Keith Hutchison, Nation, Vol. 169, no. 16 
(Oct. 15, 1949) p. 871. “By helping the peoples of Latin America, Asia 
and Africa to solve their problems of underproduction, we may hope to 
ward off the threat of overproduction which hangs above our heads.” 








as en anil Exchange Depreciation 


in Bolivia, 1931-39 


By Burton C. Hallowell™ 


Intergovernmental commodity control agreements (ICCAs), 
like exchange depreciation, can be used to protect a country’s 
principal export industry and balance of payments. When a 
country’s principal export industry and balance of payments 
encounter difficulties related to primary commodities, the 
Havana Charter for an International Trade Organization may 
sanction ICCAs under certain conditions for the purpose of 
dealing with these difficulties.1 Approval of ICCAs apparently 
is based in part on the contention that ICCAs “... enable... 
countries to find solutions to particular commodity problems 
without resorting to unilateral action that tends to shift the bur- 
den of their problems to other countries.”* ICCAs are con- 
sidered, therefore, to serve as alternatives to other less desirable 
controls. Whether exchange depreciation is considered a less 
desirable method than ICCAs of protecting export industries 
and the balance of payments is not clear, but the author as- 
sumes for present purposes that exchange depreciation is so 
considered. The analysis below will indicate, however, that in 


*The author is associate professor of economics at Wesleyan Univer- 
sity. He wishes to acknowledge financial aid in the preparation of this 
paper from the Social Science Research Council in the form of a Demobili- 
zation Award and from Wesleyan University in the form of a research 
grant. 

1 Article 62 of the Havana Charter contains the two basic conditions, 
either of which must prevail before ICCAs may be entered into under the 
Charter. 

2U. S. Department of State, Proposals for Expansion of World Trade 
and Employment (Washington: Government Printing Office, 1945), p. 20. 
The more general wording of the Havana Charter (especially Article 55) 
clearly can be considered as including the substance of the above statement. 
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Bolivia both tin control and exchange depreciation were used, 
that each tended to complement the other in its effects on the 
Bolivian tin industry and on Bolivia’s balance of payments, and 
that the International Tin Control Scheme (ITCS) shifted 
Bolivia’s problems to other producing areas more effectively than 
exchange depreciation alone could have done.® 

Tin exports accounted on the average during 1931-39 for 72 
per cent of Bolivia’s merchandise export receipts. Bolivian tin 
was sold generally in London on a world market. Receipts were 
in pounds sterling and costs payable in bolivianos were covered 
by exchanging sterling for bolivianos as required. As long as 
mining costs increased proportionately less than depreciation in 
the boliviano buying rate for sterling, the tin producer gained, 
since a given sterling price for tin yielded increasing amounts 
of bolivianos without comparable increases in costs. Unless com- 
peting producing areas depreciated their currencies against 
sterling, or unless they reduced internal production costs in pro- 
portion and in timing with the external depreciation of the bo- 
liviano, Bolivia’s gain was at the expense of other producing 
areas. The Bolivian high-cost tin producer could in this man- 
ner temporarily maintain or even improve his world competi- 
tive position.5 

The short-run advantages of exchange depreciation offered, 
therefore, many of the advantages of the ITCS. Exchange de- 


3 The ITCS was signed originally by the Governments of British Malaya, 
Bolivia, Nigeria, and the Netherlands East Indies and became effective 
on March 1, 1931. Texts of the various ITCSs (1931, 1934, 1937) are 
published in: International Labour Office, Intergovernmental Commodity 
Control Agreements (Montreal: I.L.0., 1948), pp. 73-103. 


4 That is, in a free world market without restriction, Bolivia would be 
able to supply a greater proportion of the total world supply. 


5 The determination of high- and low-cost producing areas selling the 
same commodity in the same world market must assume given exchange 
rates for each area with the country where the market is located and, 
within each area, that adjustment of internal costs to exchange rates has 
been completed. Thus, in the short run, cost differentials are permitted 
under exchange depreciation to determine souces of supply, but the dif- 
ferentials are distorted, perhaps reversed, from cost differentials existing 
after the forces have worked themselves out in the long run. 
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preciation could not raise the London price of tin, but it could 
raise the boliviano price, which was the relevant price for that 
portion of tin export receipts converted into the national cur- 
rency. Exchange depreciation would not reduce tin exports in 
accomplishing this purpose and, until costs caught up with de- 
preciation, it might actually increase tin production and exports. 
Thus, exchange depreciation could strengthen temporarily Bo- 
livia’s balance of payments by maintaining or increasing the 
volume of Bolivia’s tin exports, though not their unit value in 
sterling, as under tin control. Furthermore, exchange deprecia- 
tion could assure the maintenance of the Bolivian tin producers’ 
competitive position temporarily relative to other producing 
areas, although it was an unstable security compared with 
ICCAs of three-year or five-year duration. In the short run, 
it would seem difficult to choose between these devices. It is not 
surprising, therefore, that Bolivia resorted to exchange depre- 
ciation and tin control after 1930. 


Bolivia resorted to exchange depreciation when Britain left 
the gold standard in September, 1931. Prior to that month, 


Bolivia maintained the gold exchange standard without devalua- 
tion and protected her balance of payments by internal deflation. 
On October 3, 1931, official exchange rates were set which de- 
preciated the boliviano against gold and appreciated it against 
sterling. On January 15, 1932, a schedule of rates was agreed 
upon between the producers and the Central Bank whereby the 
boliviano would be depreciated against the pound sterling in 
accordance with sterling appreciation against the United States 
dollar.?. Between May 25 and September 1, when the Central 
Bank’s buying rate (90 days) was pegged at Bs 16.89 to the pound 


6 Both ICCAs and exchange depreciation may, but need not, stereotype 
the pattern of world production of a commodity as among high-cost and 
low-cost producing countries. 


7 The tin producers contended, among other things, that depreciation 
against gold (and preferably sterling) was necessary to counteract higher 
unit production costs resulting from the lower tin quota assigned Bolivia 
commencing January, 19382. The producers’ case was stated in a memor- 
andum by the Industrial Miners’ Association to Bolivia’s Senate on De- 
cember 21, 1931. El diario (La Paz), Jan. 9, 1932. 
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sterling, the boliviano was appreciated or depreciated against 
sterling by schedule according to the rise or fall in the London 
price of tin. On February 18, 1933, as a result of pressure by 
the producers,® the Bs 16.89 rate was changed to Bs 19.85, at 
which level it remained for the rest of the Chaco War (1932-35). 


The Government introduced multiple official exchange rates 
on January 24, 1935 by establishing an export rate (Bs 80 per 
pound sterling) which was used by the Central Bank in pur- 
chasing exchange from exporters of products other than gold 
and tin, and in selling exchange for certain defined purposes. 
Multiple official buying and selling rates were used by the Cen- 
tral Bank throughout 1935-39. In addition, a curb market, 
usually illegal, operated during most of the eight-year period 
after September, 1931. 


The relevant rate for analysis of the effect of depreciation 
upon Bolivia’s tin industry is the Central Bank’s buying price 
for 90-day tin export drafts.!° During 1931-35, this price rose 
from Bs 13.36 to Bs 19.85 to the pound sterling or by 48 per 
cent.!! Did unit costs in the tin industry rise with the increase 


8 J. K. Eastham is incorrect, for the period which he studied, in his state- 
ment that: “In periods of major price changes the Boliviano has fluctuated 
with the sterling price of tin. From 1932-36 the official exchange rate 
was regulated on a sliding scale based on the sterling price of tin.” East- 
ham, “Rationalisation in the Tin Industry,’ Reviw of Economic Studies, 
IV (Oct., 1936), p. 16, Footnote 4. The sterling price of tin remained 
steady or increased from April, 1932 until the last part of 1935, while the 
boliviano depreciated against sterling during this period (Table 1). 

®The producers clearly withheld foreign exchange from the Central 
Bank during January, 1933. Purchases of foreign exchange by the Cen- 
tral Bank, which averaged Bs 1.9 million monthly during the last quarter 
of 1932, amounted to Bs 0.8 million in January, 1933, but exceeded Bs 2.0 
million in February. Banco central de Bolivia, Boletin, V (Oct.-Dec., 
1933), 34. 

10 The bulk of the conversion into bolivianos of tin export receipts un- 
doubtedly was accomplished at this rate, although some undetermined 
amount probably was sold by the producers at the curb rate. 

11 The boliviano price (Table 1) for which the tin producers sold their 
sterling drafts was considerably lower than it was for those who managed 
to sell exchange on the curb market, and, during 1935, than for those 
exporters, other than of tin and gold, who were forced to sell stated 
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in the buying price for tin export drafts? Comparing 1935 
with 1931, it is probable, although by no means certain, that unit 
variable costs in mining went up percentagewise as much as, 
and perhaps more than, the Central Bank’s buying price for tin 
export drafts. Patino Mines’ (Bolivia’s largest tin producing 
company) unit operating costs expressed in bolivianos increased 
63 per cent during the period.’? This figure, however, is high 
since a part of operating costs was incurred abroad and was not 
subject to the rise of costs in Bolivia. Adjustment for this factor 
lowers the Patino cost increase to 41 per cent.1* Patino Mines’ 
unit costs in 1935 probably were not representative, however, of 
many other mines, some of which experienced a sharp increase 
in costs in 1935 over 1934.74 Thus, by the end of 1935, the per- 
centage rise in unit variable costs was probably about the same 


as the percentage increase in the Central Bank’s buying price 
for tin export drafts. 


Although unit variable costs in tin mining probably rose as 
much as the increase in the Central Bank’s buying price by the 


amounts of their exchange to the Central Bank. The Central Bank aver- 
age selling rate for 1935 is a close measure of the Bank’s average buying 
rate for sterling drafts arising out of exports other than tin and gold. 


12 Patino Mines’ unit costs were reported in sterling during 1931-35. 
They were converted by the author into bolivianos at Bs 13.05 to the pound 
sterling for 1931, Bs 16.89 for 1932, and Bs 19.85 for 1933-35. Specifie 
conversion rates for 1933-35 were given in Patino Mines and Enterprises 
Consolidated (Inc.), Annual Reports, 1933-35. Comparable rates for 1931- 
32 were supplied by the author. 


13 The adjustment is based on the fact that in 1935 about 40 per cent 
of Patino Mines’ operating costs were incurred abroad. Investigacion del 
estano en Bolivia, El estano en Bolivia (La Paz, 1935), p. 91. No special 
allowance was made in the adjustment for the change in the dollar-pound 
rate between 1931 and 1935. Many of the Patino Mines’ expenditures were 
made in the United States, and a pound sterling on the average purchased 
$4.54 worth of goods in 1931, and $4.90 worth in 1935. This cost reducing 
factor probably was canceled, however, by a rise in internal dollar prices. 


For example, there was an 8 per cent increase in United States wholesale 
prices during the period. 


14 See data for six mines. Ibid., pp. 124, 127, 132, 135, 149-50. 
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TABLE I 
Buying and Selling Rates for Sterling Drafts, 
Bolivia, 1929-39 
(Bolivianos per Pound Sterling) 


Banco central Banco central Curb 
Buying Rate for 90 Day Selling Rate Selling Rate 
Year Tin Export Drafts for Sight Drafts for Sight Drafts 
(3) 


1929 . 13.29 13.52 

1930 13.36 13.51 b 
1931 13.36 13.50 C 
1932 15.91 16.10 23.004 
1933 19.40 19.55 35.22 
1934 19.85 20.19 62.57 
1935 19.85 26.008 98.20 
1936 33.09 39.008 117.90¢ 
1937 46.82 83.008 118.92! 
1938 76.78 124.00 147.62« 
1939 114.81 141.40 202.008 


® Weighted average of selling rates. Weighted by amount of sterling 
drafts sold at each rate. 

b No curb market. 

¢ Curb market during last quarter. Data not available. 

4 Estimated for first six months. 

eCurb rate for January through September; bank rate for October 
through December. 

f Bank rate. 

& Estimated for January, February, and April; Unico rate for June 
through December. 

h Estimated from consular dispatches. 

Sources: Banco central de Bolivia, Memorias, 1929-88; U. S. Bureau of 
Foreign and Domestic Commerce, “Commercial and Industrial Survey of 
Bolivia,” Special Circular No. 388, Dec., 1937, pp. 95, 99-102; Direccion 
general de estadistica (La Paz), Finanzas, 1936-37, 1938-1939; Government 
decrees; Column 1 has been assembled from a variety of sources. 


end of 1935, there was some lag in the rise of these costs during 
1932-3. The Central Bank’s buying price for tin export drafts 
increased steadily during 1932, and reached its highest point for 
the period by February, 1933. Unit variable costs in tin mining 
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did not start to increase, in general, until some time during 1933 
because the low tin export quota assigned Bolivia starting in 
July, 1932 reduced the requirement for mining labor, and the 
Chaco War (1932-35) did not seriously tighten the labor market 
until 1933.15 Unit overhead costs, however, tended to increase 
sharply in the mechanized mines as a result of the low tin quotas. 
Starting July 1, 1932, Bolivia’s tin quota was reduced to one-third 
of 1929 production, and the quotas was continued throughout 
1933. Thus exchange depreciation, which was urged upon the 
Government by the tin producers, served during 1932-33 to coun- 
teract the higher unit overhead costs in tin mining resulting 
from low production and export quotas under the ITCS. 


II 

The Central Bank’s buying rate for tin export drafts depre- 
ciated from Bs 19.85 to the pound sterling at the start of 1936 
to Bs. 138.60 at the end of 1939. The rate of depreciation, using 
annual data, was about constant throughout the period.!*® Tin 
exporters did not receive as high a boliviano price for their 
foreign drafts as those who were able to sell on the curb market, 
nor, in general, as those non-tin exporters who were forced to 
sell a portion of their foreign exchange to the Government. 

It is probable that unit variable costs in tin mining incurred 
in the national currency increased as much and as rapidly as the 
Central Bank’s buying rate for tin export drafts depreciated. 
There were strong inflationary forces operating in Bolivia dur- 
ing 1936-39. Bank loans to the public increased Bs 167 million, 
while the net increase in new money expenditures by the na- 
tional, departmental, and local governments amounted to Bs 34 
million. Furthermore, the Central Bank’s official selling rates 
for foreign exchange depreciated faster than its buying rate for 
tin export drafts.17 The cost of living nearly tripled.1* Labor 


15 See data on money wage rates in U. S. Department of State Dispatch, 
La Paz, May 24, 1937, File No. 824.6354/152, Enclosure No. 1, p. 7. 

16 Monthlydata indicate that depreciation was effected by a series of 
steps. 

17 The differential between official buying and selling rates accounted’ 
on the average for 37 per cent of the national Government’s revenues 
during 1936-39. 

18 Based on the cost-of-living index for La Paz. 
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agitated for upward wage adjustments,!® which were frequently 
forced upon producers by Government decree. The tin pro- 
ducers for their part pressed for additional depreciation of the 
Central Bank’s buying rate for tin export drafts, since further 
depreciation enabled them to raise money wages without reduc- 
ing net profits.2° As a result, money wage rates in mining, 
(Table II) increased just about as rapidly as the depreciation 
in the Central Bank’s buying rate, with the exception of 1939.71 
These data do not, however, allow for changes in overhead costs 
incurred in any currency, or for variable costs incurred in for- 
eign currencies. In general, these costs per unit failed to change 
much during 1936-39, with the exception of a rise in unit over- 
head costs during the period of internal restriction of tin pro- 
duction. Allowance for these costs tends to slow up somewhat 
the increase in unit mining costs relative to depreciation in the 
buying rate for tin export drafts.?? 


19 See, for example, labor trouble at Oruro as recorded in El diario, 
Dec. 27, 1935; April 13, 19386; Nov. 11-12, 1936. 


20 This positio nwas taken by the producers in discussions resulting in 
the Decree of March 31, 1936, which raised the Central Bank’s buying 
price for tin export drats from Bs 19.85 to the pound sterling to Bs 
37.5 Some producers with accumulated blocked boliviano balances were un- 
doubtedly interested as much in a reduction of the percentage of their 
exchange receipts to b delivered to the Central Bank under exchange 
control as in the price received. Depreciation was accompanied by a 
decline in this percentage from 48 per cent for 1933-35 to 35 per cent 
for 1936-39. 


21 Total unit costs of Patino Mines incurred in the national currency, 
predominantly variable costs, also increased as rapidly as depreciation in 
the buying rate, except for 1938. The Patino Mines’ published records 
indicate that, in spite of a reduction in output, unit production costs alone 
increased during 1938 at a rate approximating the depreciation in the buy- 


ing rate, and that a saving per unit was effected in selling, administra- 
tion and tax costs. 


22 From the scanty data available, it did not seem to the author that 
the retardation in the rate of increase of unit costs, including expenses 
abroad, was marked. 
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Exchange depreciation complemented tin control during 1936- 
39 in two principal respects: (1) During 1936-37, it tended to 
counteract the increase in costs in tin mining which was caused 
by Bolivia’s inflation. This aided not only the tin producers but 
also Bolivia’s balance of payments, because tin exports were 
greater than they otherwise would have been. Any policy which 
tended to maintain or to increase tin exports was of importance 
to Bolivia at this.time, since she was underexporting her tin 
quota by about 44 per cent during 1936-37.%3 (2) During 
1938-39, when Bolivia again was forced to restrict tin produc- 
tion under reduced national tin quotas, depreciation may have 
served not only to counteract higher production costs arising 
out of inflation but also higher unit overhead costs resulting 
from the curtailment of output. 


III 


Bolivia’s principal competitors in tin production during the 
period studied were British Malaya and the Netherlands East 
Indies. The three countries together produced 77 per cent of 
world tin production in 1929, Bolivia accounting for 23 per cent. 


In British Malaya and the N.E.I. tin was produced mainly from 
surface deposits by dredging, while in Bolivia tin was produced 
by underground mining. The tin production of Malaya and the 
N.E.I. in general was relatively low-cost and producers in these 
areas without the ITCS could have expanded output and under- 
sold Bolivian tin. 

The Malayan dollar (Table III) remained at or near par with 
sterling throughout 1929-39. The Dutch guilder, however, ap- 
preciated against sterling between September, 1931 and Sep- 
tember, 1936, and although it depreciated against sterling during 
1937-38, it never returned to the pre-September, 1931 parity 
of 12.1 guilders to the pound sterling. 

This did not mean necessarily that Bolivia was able by depre- 


23 The Decrees of March 31, 1936 and June 8, 1937, and contracts signed 
by the Government with the tin producers under the Decree of January 
22, 1937, provided for increases in the Central Bank’s buying price for tin 
export drafts according to the increase in the volume of Bolivia’s tin 
exports. 
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ciation to improve her short-run competitive position in tin pro- 
duction. A short-run gain accrued to Bolivia only in so far as 
production costs failed t okeep pace with depreciation. As seen 
above, this lag was significant during 1932-33, but not during 
the rest of the decade. This raises the further question as to the 
trend of production costs in Malaya and the N.E.I. during 
1932-33. If Malayan costs fell as much as Bolivia’s buying price 
for tin export drafts increased during 1932-33, there was no 
competitive gain for Bolivia, but merely a maintenance of her 
existing position. Bolivia’s buying price for tin export drafts 
(sterling) increased by 48 per cent between 1931 and February, 
1933. Available data do not indicate that Malayan production 
costs were reduced by 48 per cent during this period.** Thus, 
Bolivia, by exchange depreciation, seems to have improved her 
competitive position in tin relative to Malaya during 1932-33. 


In the N.E.I., the guilder price of sterling decreased by 28 
per cent from 1931 to 1938. The N.E.I. pursued a stringent de- 


24No overall cost data for tin mining in Malaya are available to the 
author for 1931-32. Money wage rate data for South Indian laborers in the 
British Malaya are available. These laborers did not usually work in the 
mines, which were manned predominantly by Chinese labor, but there tended 
to be a rough relationship between changes in wage rates for miners and 
for the South Indian laborers. The Government attempted to base labor 
wage rates on a standard budget. This budget was reduced in cost by 
about 20 per cent betwen 1931 and 1933, but the recovery in tin and rubber 
prices during 1933 led to an increase in wage rates during this year in 
spite of the lower cost of living. The money wage rate per day for male 
South Indian field labor decreased about 37 per cent between 1929 and 
1931, declined further in 19382 and rose 5 to 10 per cent in 1933 as 
compared with 1931. If these data are taken in conjunction with the 
probable increase in unit overhead costs during 1933 in tin mining attrib- 
utable to the low tin quotas, total unit costs of tin production in Malaya 
during 1933 may have been higher than during 1931. See Great Britain, 
Colonial Office, Annual Report on the Social and Economic Progress of the 
People of the Federated Malay States (London), (1981), No. 1591, p. 44; 
(1932), No. 1641, pp. 44-45; (1933), No. 1667, pp. 45-46. Wage rate data 
are reported in: The Malayan Information Agency, Malayan Statistics, 
1934, (London); and Straits Settlements, Statistics Department, Malayan 
Year Book, 1935-39 (Singapore). See also unit costs for Malayan rubber 
companies in P. T. Bauer, The Rubber Industry (Cambridge: Harvard 
University Press, 1948), p. 365. 
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flationary policy throughout these years. The N.E.I. cost of 
food index for the European population decreased 29 per cent 
between 1931 and 1933 and for the native population about 40 
per cent.2> It is probable however, that tin production costs, 
although lower in 1933 than 1931, were not as much as 28 per 
cent below 1931. At best, then, the deflation in the N.E.I. was 
no more than adequate to counteract the appreciation against the 
pound sterling. It was undoubtedly inadequate to offset the 
Bolivian depreciation during the years in question.*¢ 


Exchange depreciation for the purpose of maintaining or im- 
proving a country’s short-run competitive position in a primary 
commodity has limited significance, when the the countries con- 
cerned are restricted by production and export quotas in the ex- 
tent to which they can exploit their improved competitive 
positions. This is especially true with respect to low-cést (in 
the long-run sense) countries which engage in exchange de- 
preciation. In the case of a relatively high-cost (in the long- 
run sense) producing country, which finds it difficult to produce 
the assigned quotas at prevailing low world tin prices, deprecia- 
tion may mean the difference between compliance with the quota 


and underexport. Bolivia was probably in this position during 
the first part of 1932, although increases in the price of tin and 
the low export quota after July 1, 1932 make difficult the ap- 
praisal of Bolivia’s position in this respect for July 1, 1932 to 
December 31, 1933. 


25 Nederlandsch-Indie, Department Van economische zaken, Central kan- 
toor voor de statistiek, Indisch Verslag, 1938 (Batavia), Part II, p. 344. 


26 Elizabeth S. May, “The International Tin Cartel,’ International 
Control in Non-Ferrous Metals, ed. W. Y. Elliott, p. 304, indicated the 
possibility that the relative cost position of the Dutch and Bolivian tin 
mines might have been switched temporarily during the middle thirties as a 
result of Bolivia’s exchange depreciation: “It is thus true only within limits 
that the Bolivian costs of mining are higher than the Dutch; currency 
depreciation has already reduced the differential, and might go so far as to 
change Bolivian costs from being higher, to being lower, than the Dutch.” 
The analysis in the text above indicates that the advantage of Bolivia was 
more significant in 1932-33 than in the middle thirties and that the extent 
and timing of deflation in the N.E.I. was a relevant consideration in deter- 
ing the existence of a gain for Bolivia. 
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TABLE III 
Exchange Rates, Bolivia, N.E.I., British Malaya, 1929-39 


Bolivia, Central Bank 1 
Buying Rate for 90 day N.E.I. British Malaya 
Year Tin Export Drafts (Guilders per (Malayan Dollars 
(Bs per Pound Sterling) Pound Sterling) 2 per Pound Sterling) 6 


1929 13.29 12.09 8.61 
1930 13.36 12.09 8.65 
1931 13.36 11.35 8.63 
1932 15.91 8.68 8.61 
1933 19.40 8.20 8.60 
1934 19.85 7.51 8.53 
1935 19.85 7.15 8.54 
1936 33.09 7.79 8.53 
1937 46.82 8.98 8.52 
1938 76,78 8.91 8.57 
1939 114.81 8.37 8.58 


a Average of Amsterdam quotations on London for the first of each 
month. These were the same as N.E.I. quotations on London. 


b Average of London quotations on Singapore for the first of each 
month. 


Source: Computed from rates reported in the Economist (London), 
1929-39. 


IV 


(1) Bolivia resorted to both exchange depreciation and tin 
control during 1931-39. 


(2) In effect exchange depreciation complemented tin control. 
During 1932-33, variable costs in tin mining probably lagged 
behind exchange depreciation, but unit overhead costs increased 
because of the low tin export and production quotas assigned 
Bolivia. Exchange depreciation reduced the impact of higher 
unit overhead costs upon producers’ profits and tended to im- 
prove Bolivia’s foreign exchange position by reducing the pos- 
sibility of underexporting the tin quota. During 1936-39, total 
unit costs in tin mining increased steadily as a consequence of 
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strong inflationary forces within Bolivia. Exchange deprecia- 
tion no doubt tended to reduce the impact of this increase in 
costs upon producers’ profits and enabled Bolivia to export tin 
in somewhat greater volume than otherwise would have been 
the base. 


(3) Exchange depreciation under certain circumstances could 
be used to maintain or improve Bolivia’s competitive position in 
tin relative to other tin producing countries. Bolivia’s world 
competitive position in tin production may have been improved 
temporarily by exchange depreciation during part of 1932-33. 
In general, however, the protection that exchange depreciation 
offers a relatively high-cost producing country in this respect 
is less certain than that offered by a three-year or five-year 
ICCA. 


(4) Some questions are raised by these conclusions for the 
International Monetary Fund in its role of approving changes 
in the par values of currencies. Will a country be permitted to 
devalue its currency for the purpose of counteracting a rise in 
unit overhead costs in its principal export industry resulting 
from output restriction under an ICCA? If future ICCAs 
negotiated under the Havana Charter are coupled with effective 
surplus-adjustment programs, how will the IMF determine the 
degree of devaluation which might be permitted a relatively 
high-cost producing country to provide protection for the coun- 
try’s balance of payments, but not aggression with respect to 
its competitive position relative to other areas producing the 
commodity concerned? 
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Wage Making in. the Proshe is 
Sugar Industry 


By Bice Rottenberg 


The cultivation of sugar cane dominates the Puerto Rican 
economy. The island is encircled by flat coastal plains in which 
the sugar crop is concentrated, and sugar has persistently 
climbed into the interior highlands. Protected by the Ameri- 
can tariff, sugar has had an enormous expansion in the half 
century of American dominion. Production of sugar, which 
was 81,500 tons in 1899-1900, was 1,108,200 tons in 1947-48. 
About one-third of all harvested land is planted in cane. Em- 
ployment in the industry totals about 125,000 workers during 
the peak season when the crop is harvested. This constitutes 
one-half of all persons engaged in agriculture. Sugar and 
sugar-based industries originate one-fifth of the net income of 
the private sector of the economy and account for 60 per cent 
of the island’s exports.! 

There is a tendency to put into cane as much land as pos- 
sible. In general, landowners faced with making a choice 
among alternative crops will plant cane, if the land is at all 
suitable for its cultivation and if the cane can be readily trans- 
ported to a central at which arrangements can be made to have 
it ground. Cane is planted in preference to other crops for 
a number of reasons. Cane growing, with tariff protection 
and, in recent years, Federal government subsidies, is a profit- 
able crop. The traditional experience of the farming commu- 
nity has made it more “knowledgeable” about cane cultivation 
practices than about those of possible alternative crops. Cane 
seems to require less intensive management than other crops.’ 

1 Harvey S. Perloff, Puerto Rico’s Economic Future (Chicago, 1950), 
pp. 67-68. 

2 The island’s present Commissioner of Agriculture and Commerce has 


said that cane growers ought properly to be referred to as “investors” 
rather than “farmers”. 
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Sugar has now achieved a kind of primacy in the pattern of 
Insular culture so that social prestige attaches to cane land 
ownership. While most of the island’s agriculture applies 
primitive production techniques, significant technical advances 
have been made in sugar cane production. The most important 
of these advances are in the field of cane breed selection, but 
there has also been considerable displacement of work oxen by 
tractors and, in the last four or five years, chemical herbicides 
have widely displaced the hoe as a deweeding instrument. Sugar 
is almost the only crop for which experiment station findings 
have been transferred from laboratory to commercial agricul- 
ture to a significant degree. 


Conditions of employment in the industry have been governed 
since the middle 1940’s by two “master” contracts signed by 
the Sindicato de los Trabajadores de la Industria de Aztcar and 
the Asociacién de Productores de Azticar. The Sindicato is an 
affiliate of one of the four trade union federations in the island.® 
Its leadership is closely associated with the political party 
which controls the island’s government and the policy which 
the union formulates is affected by this association. The 
Asociaci6én is an organization of almost all of the thirty-five 
centrales in the island.‘ The centrales usually also operate 
cane land which may be owned by them or by affiliated com- 
panies or which they may operate under a lease arrangement. 
In addition, cane land is farmed by independent colonos who 
have their cane ground by the mills under contracts which per- 
mit the mills to retain about one-third of the sugar extracted 
from the cane in payment for the grinding service. 


One of the master contracts defines conditions of employment 
in the agricultural phase, and the other in the industry phase, 
of the industry. Negotiation of the contracts ordinarily 
begins shortly before the start of the cane cutting season early 


8 There are also many unions not affiliated with any of the federations. 
Some of these independent unions are important in the sugar industry. 


4Two centrales operated by the Land Authority, a public corporation 
which grows about one-tenth of Puerto Rico’s cane crop, are not members 
of the Asociacién. From time to time, one or two other mills are also 
unaffiliated. 
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in January and the contracts are effective for the full calen- 
dar year. The Asociacién bargains through a negotiating 
committee whose membership changes from year to year. Or- 
dinarily the chairman of the committee is the Asociacién’s 
executive vice-president and the committee is also composed of 
representatives of some of the mills. The Asociacién has no 
authority to bind its members. At each mill and on each farm 
the local union which represents the workers presents the mas- 
ter contract, or a modified form of it, to the employer with a 
request for ratification. The representative union may be a 
local of the Sindicato or it may be independent or an affiliate 
of one of the other federations. There is intense competition 
among union leaders for the allegiance of the workers and 
in many cases leaders will attempt to exact slightly better 
terms to prove that they have superior leadership capacities. 
Competition within the leadership of the Sindicato will also 
sometimes cause its local leaders to demand slight changes from 
the master contract terms negotiated by the union’s Insular- 
level leaders. It is generally true, however, that the master 
contracts are “key” bargains, especially with respect to their 
wage clauses, and local modifications are not ordinarily impor- 
tant. A large majority of the centrales sign some form of con- 
tract and it is estimated that contracts are also signed by 
about 3,000 of the 13,000 producers of cane in Puerto Rico. The 
producers under contract, however, grow a much higher pro- 
portion of the total cane crop than is indicated by their num- 
bers. The contracts also set a powerfully influential pattern 
for that part of the industry which is not covered by collective 
agreements. 


Automatic adjustment of wages to changes in the price of 
sugar is a standard practice of the industry in both its agri- 
cultural and its industrial phases. An early collective agree- 
ment in the industry (1932) between the United South Puerto 


5 Automatic wage-price adjustments are reported to be rare in the United 
States and to be found only in non-ferrous metal mining and smelting. 
The practice has had an interesting history in English coal mining and 
in the English iron and steel industry. According to Pool, selling-price slid- 
ing wage scales developed in these industries rather than in others because 
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Rican Sugar Company and its workers contained such a pro- 
vision and the tieing of wages to product price has been a more 
or less regular part of wage-determining procedure since then.® 
The wage clauses of the master contract for the agricultural 
phase are almost identical with the wage determination of 
the Secretary of Agriculture who is required by the Sugar 
Act of 1948 to set “fair and reasonable wage rates for persons 
employed in the production, cultivation, or harvesting of sugar 
cane” which must be paid by cane producers as a condition to 
the receipt of payments under the Act.® All producers of 
sugar cane in Puerto Rico, including the approximately 10,000 
who are not covered by union agreements, are required to 
make wage payments at least as high as those set in the Secre- 
tary’s determination. The Secretary’s determination provides 
for minimum base daily wage rates for nine different occupa- 
tional groups, one of which is an omnibus “all kinds of work 
not classified below.” It requires supplementary payments of 
4.5 cents per day for each ten cents or fraction that the price 
of raw sugar exceeds $3.80 per hundred pounds (up to $7.00 
per hundred pounds). The Department of Agriculture makes 
a bi-weekly announcement of the price, which is computed by 
arithmetically averaging for the two-week period preceding 
the announcement the daily spot quotations of raw sugar on 
the New York Coffee and Sugar Exchange plus the duty on 
Cuban sugar. This announced price governs wage payments 
until the next price announcement is made two weeks there- 
after. 


The union agreement governing wage payments in the in- 
dustrial phase provides for base hourly rates for five occupa- 
tional groups of mill workers and six occupational groups of 
railroad workers (covering situations in which a mill also 


they were subject to a wide range of prices and prosperity so that product 
price came to be regarded as a good index of wage-paying capacity and 
because they produced homogeneous commodities which facilitated price 
comparisons over time. (A. G. Pool, Wage Policy in Relation to Industrial 
Fluctuations (London, 1938), pp. 155 ff. 

6The union contract for the 1950 crop requires the payment of 10 
cents per day in excess of the Secretary’s determination for all occupa- 
tional classes. 
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operates rail facilities), effective when the price of sugar is 
between $5.60 and $6.00 per hundred pounds. The agreement 
stipulates that wages are to be increased by one-half cent per 
hour for each ten cents or fraction that the price of raw sugar 
in New York exceeds $6.00 per hundred pounds and decreased 
by one-half cent per hour for each ten cents or fraction that 
the price falls below $5.60. The contract requires that in 
no case may wages be less than 40 cents per hour. 


A firm’s capacity to pay wages is a function of the differ- 
ence between its revenue and its non-wage costs. Automatic 
wage adjustment practices which tie wages to the price of a 
firm’s product are based on the assumption that product price 
is an adequate indicator of the capacity of the firm to pay 
wages. Pool raises three theoretical objections to this assump- 
tion: 


(a) Where the supply of input factors is very elastic or 
where capital equipment is being worked below capacity, 
a considerable increase in output (and therefore revenue) 
may take place before prices begin to rise; correspondingly, 
where the supply of input factors is very inelastic, there 
may be a considerable increase in price in response to a 
slight improvement in trade prospects. 


(b) “A rise in price which is due to a prior rise in the 
prices of some of the other factors employed, obviously does 
not indicate a capacity to pay higher wage rates; it indi- 
cates, in fact, precisely the reverse. If the firms in an 
industry are to maintain their normal profits despite an 
increase in their costs other than wages, then, in the ab- 
sense of technical or organizational improvements, wage 
rates will have to be reduced.” The opposite is true when 
a fall in price is due to a reduction of factor prices, “if 
abnormal profits are to be prevented.” 


(c) When technical improvements cause production 
costs to fall per unit of output, the tieing of wages to 
prices results in continuous inflation of profits and pre- 
vents labor from participating in gains arising from tech- 
nical progress.’ 


The earnings position of a firm engaged in the cultivation or 
milling of sugar cane is affected, both with respect to revenues 


7 Pool, op. cit., p. 162. 
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and costs, by such important non-wage elements that a theoreti- 
cal defense for measuring capacity to pay by product price re- 
quires an “all other things equal’ assumption of heroic pro- 
portions. Some of the non-wage factors having important con- 
sequences for revenues and costs in both cane growing and 
milling are enumerated. Revenues and costs may be affected by 
the variety of cane planted. Some cane varieties give high 
yields of cane per acre of land but low sugar yield per ton 
of cane; others combine these elements oppositely. Some canes 
are hard and tough and have an excessive fiber content; these 
may impair milling operations or require high power consump- 
tion for milling and high mill maintenance costs. Some canes 
require less attention in the ground than others. Some varieties 
are noteworthy for the tenacity with which trash clings to 
the stalk. The effect is to increase harvesting costs and de- 
crease the quantity of sugar extracted at the mill. 


Cane growers in Puerto Rico do not sell their cane to the 
mills. Cane is ground under an arrangement by which roughly 
two-thirds of the sugar derived from the cane is returned to 
the grower and one-third is retained by the mill as compensa- 
tion for the milling service. The revenue of the cane producer, 
therefore, is determined in part by the total quantity of sugar 
extracted from his cane. This will be affected not only by the 
variety of the cane, but also by the efficiency of the milling 
process; the degree of maturity of the cane when cut; the 
length of the growing period; whether the crop is of planted 
cane or whether it is a ratoon crop (natural growth successor 
of a previous year’s crop) ; the extent to which cane tops are 
included in lots of cane delivered to the mill; the time inter- 
vening between the cutting of the cane and its grinding; and 
by climate, soil and slope conditions. Revenue will also be 
affected by the tonnage yield of cane per acre and this will be 
influenced by such cost factors as irrigation and fertilization. 


The producer may alter the structure of his costs and in- 
crease or decrease his earnings and, therefore, his capacity 
to pay with a given revenue, by changing the combination of 
his input factors, replacing labor by such capital factors as 
herbicides, cranes for collecting cut cane lying in the fields, 
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hoists, portable rails, or tractors. Similarly, a mill may vary 
the proportions of its input factors and change its cost struc- 
ture by, for example, pumping liquid sugar through pipes from 
mill to tank ships, rather than bagging dry sugar. 


The capacity to pay is affected by the volume of output per 
unit of labor input. This not only a function of the effec- 
tiveness of tools—the horsepower coefficient—but also of the 
care and energy exerted by the worker. Even in a homogeneous 
occupation, labor is non-homogeneous. If, by superior man- 
agement, or by instilling fear, or by rendering superior services, 
a planter is able to increase the area of cane cut per man- 
hour of labor, his capacity to pay also increases. 


Mill costs are influenced by such factors as crushing capacity 
and by engineering design elements which may require ex- 
cessive use of pumps or many staging structures or may cause 
wasteful use of steam. Since Puerto Rican mills share with 
the producer the sugar extracted from the cane, their revenues 
are significantly affected by their efficiency in taking juice 
from the cane and in recovering commercial sugar from the 
juice. 


These illustrative facts relating to costs and revenues in the 
production and milling of sugar cane seem to vindicate Pool’s 
general finding that the product price is not a satisfactory 
index of wage-paying capacity. They indicate quite clearly 
that theoretically indefensible measures are being employed 
to determine wages in the sugar industry of Puerto Rico, if 
capacity to pay is the industry’s accepted wage criterion. De- 
pending upon the effects on costs and revenues of the indicated 
items, particular Puerto Rican cane producers and mill oper- 
ators may be able to pay wages higher than those given by 
the base-wage-plus-price-bonus formula or may not be able 
to pay wages as high as this. 


Product price is only an approximate determinant of the 
revenue component of capacity to pay and it has no relevance 
to the cost component. The selling price sliding scale would 
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be satisfactory for testing capacity to pay only under a set of 
conditions in which price is the exclusive determinant of firm 
receipts and all firm expenses, except wages, are non-variable. 
This is a case which is clearly unreal. 





